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DEDUCTION IN ReEspecT oF AMOUNTS Pamp UNDER HIRE 
PuRCHASE AGREEMENTS 
A coal company, in order to obtain railway waggons for the 
conveyance of coal from their collieries to their customers, 
from time to time entered into agreements with a waggon company, 
under which a certain annual sum was paid for a period of years 
for a certain number of waggons. Under the agreements the coal 
company during the period of the payments used the waggons at 
their own risk, and were bound to keep them in repair. At the 
end of the period they had the option of purchasing the waggons 
at the nominal price of one shilling for each waggon. Held, that 
the annual payments were divisible into— 
(i) consideration for the use of the waggons; and 
(ii) payments for an option at a future date to purchase 
the waggons at a nominal price; 
and that, in so far as the payments represented (i) (consideration 
for the use of the waggons) they were admissable as a deduction 
in the computation of the coal company’s profits for income 
tax purposes (Darngavil Coal Co. Ltd v. Francis (1913), 7 Tax 
Cas. 1 


The decision has been applied by the Board of Review. The 
proprietress of a boarding-house obtained a quantity of goods, 
for the purposes of her business, under a hire purchase agreement, 
which provided, inter alia, that until the “agreed value” appearing 
in the schedule to the agreement had been paid in full by the 
hirer, she should make quarterly payments equivalent to 7 per 
cent. per annum on the difference between such agreed value 
and the amount paid by her on account thereof. The sum of £57 
so paid was claimed as a deduction for “interest.” Firstly, the 
Board of Review held that the sum was not “interest” as the 
taxpayer was not a “purchaser” of the goods (cf. Helby v. 
Matthews [1895] A.C. 471). Secondly, the Board applied the 
decision in Darngavil Coal Co.’s case, supra, and held that the 
consideration paid for the use of the goods (as distinct from the 
payments for the option to purchase) was the sum equivalent to 
7 per cent. per annum paid on the difference between the agreed 
value and the amount paid on account thereof, and the sum of 

£57 so paid was therefore an allowable deduction (6 C.T.B.R. 


Cas. 20). 


A 
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Gotp Mrntnc CoMPANIES 

Section 16 (p) of the New South Wales Income Tax (Manage. 
ment) Act, 1936, provides for the exemption of the income 
derived prior to 1 July 1939 from the working of a mining 
property in Australia or in the territories of Papua and New 
Guinea principally for the purpose of obtaining gold, or gold and 
copper, provided that in this case the value of the output of gold 
is not less than 40 per cent. of the total value of the output of the 
mine. 

Section 53 of the same Act provides that the assessable income 
of a shareholder shall not include dividends paid wholly or 
exclusively out of “(f) exempt income derived by a company 
from the working of a gold mining property in Australia or in 
the territory of New Guinea where such dividends are paid before 
1 July 1939” or paid wholly and exclusively out of a combination 
of that income and the other income and profits specified in S. 53. 

The New South Wales Premier has announced that the Cabinet 
had decided to extend for three years, from June 30, 1939, the 
exemption from State and Special income tax of income derived 
from the working of gold mining properties and dividends derived 
from that source. 

It is hoped that, when the Act is amended so as to prolong the 
above exemptions, advantage will be taken of the opportunity to 
rectify the anomaly in S. 53 by altering the words “in the territory 
of New Guinea” to “in the territories of Papua and New Guinea.” 


Section 53 will thus be brought into line with S. 16 (p). 





RacING AND BETTING TRANSACTIONS 

The following cases are contained in Volume 7 of the Decisions 
of the Commonwealth Taxation Board of Review :— 

The taxpayer, a horse-trainer, was a regular attendant at race 
meetings, and almost invariably had a bet on each race. He bet 
not only on horses trained by himself, but on others. The Board 
of Review formed the opinion that the taxpayer’s experience had 
made him an expert in appraising the fitness of a horse to win 
a particular race. After quoting the definition of “business” con- 
tained in S. 6 of the Commonwealth Act, viz., “includes any 
profession, trade, employment, vocation or calling,” the Board 
went on to say: “Wide as they are, these terms are not exhaustive, 
and viewing the circumstances of this case, we think that the 
taxpayer’s betting transactions constituted a ‘business’ for taxation 
purposes. In arriving at this opinion, we are influenced not only 
by the regularity and frequency of his transactions, but by the 
special features of his exceptional knowledge, and the close 
association of horse-training and racing with betting” ; 7 C.T.B.R. 
Cas. 7. 

The taxpayer, a pastoralist, in 1934 raced three horses, two 
owned by him and one leased horse. The training of the horses 
was carried out by a public trainer. Accounts were kept by the 
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taxpayer of all transactions associated with the breeding, training 
and racing of horses, and also of all betting transactions. Although 
the taxpayer had carried on racing and betting activities without 
profit for some years, his first claim for a deduction was in 1933, 
when £103, representing expenditure on horse training, was 
claimed and allowed as a deduction in his assessment. In his 
return for 1934, the taxpayer claimed as a deduction £263, which 
was described as “racing account losses.” Held, claim for 
deduction allowed; 7 C.T.B.R. Cas. 19. At p. 56, the Board of 
Review stated: “The claim that taxpayer’s racing activities were 
carried on as a business is materially supported by the evidence 
given as to—(a) the racing of two of his own horses and the 
racing of the (leased) horse ‘X’; (b) the business-like methods 
adopted in conducting the activities and keeping detailed records 
thereof.” 





PROFESSIONAL FEES 


A taxpayer paid a fee to a sales tax consultant and the outgoing 
was disallowed by the New South Wales Department. The 
taxpayer lodged an objection against the disallowance and informa- 
tion has been received from the New South Wales Taxpayers’ 
Association that the objection has been allowed. 





CoMMISSION RECEIVED BY TRUSTEES 


In Income Tax Order 1080 the Commissioner ruled that where 
payment is received by a trustee for services rendered by him 
extending over a period of years, and is made in a lump sum, 
the payment is apportioned over the years of service according 
to the facts of the particular case. This ruling has been upset 
by the Board of Review :— 

The taxpayer was one of the trustees of his deceased brother’s 
estate. When the beneficiaries attained their majority it was 
arranged that the assets of the estate, which had been accumulating 
over a period of 17 years, should be distributed. An agreement 
was made between the trustees and the beneficiaries that the 
taxpayer should be paid for his services as trustee the sum of 
£1,500, being a smaller amount than he would have received from 
time to time on application to the Court. The sum of £1,500 was 
assessed to tax as income of the year in which it was received, 
but the taxpayer contended that it should be apportioned over the 
whole period of his trusteeship. Held; that the sum was derived 
in the year in which it was received, and was properly assessable 
as income of that year. 7 C.T.B.R. Cas. 10. 





VALUATION OF LIVESTOCK 
The appellant taxpayer was a grazier carrying on his business 
in New South Wales. In his returns of income under the Income 
Tax Assessment Act 1922-1934 (Com.) he had elected, pursuant 
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to S. 16 (a) (ii) of that Act, to value his livestock at cost price, 
and pursuant to S. 16 (aa), to omit from the accounts of his 
income the value of all natural increase of livestock owned by 
him and born during the several income years, except to the 
extent to which he had sold or otherwise disposed of it during 
the respective years. In his return of income for the year ended 
June 30, 1936, the appellant, pursuant to S. 35 (2) (b) of the 
Income Tax Assessment Act 1936 (Com.) selected values within 
the prescribed limits as the values, as at July 1, 1935, of such 
natural increase on hand at that date and omitted by him from 
his returns under the previous Act. He also purported, under §. 
34 (1) (b) of the 1936 Act, to select different and lower values 
as those at which such natural increase should be taken into 
account as at June 30, 1936. The Commissioner adopted the 
values selected as at July 1, 1935, as those at which such natural 
increase should be taken into account at both the beginning and 
the end of the income year, and assessed the appellant to tax 
accordingly. Held: that, by the exercise of the option by the 
taxpayer under S. 35 (2) (b) the values of the natural increase 
previously omitted were fixed at the figures then selected not only 
as at the beginning, but also as at the end, of the income year, 
and that S. 34 (1) (b) did not give him another option in 
relation to such natural increase; and that accordingly the 
assessment of the Commissioner was correct. Jones v. F.C. of T. 
(1939) 1 A.L.T.R. 473. 


INTERSTATE ProFITS DERIVED BY A TRADER 

Section 37 of the Victorian Income Tax (Assessment) Act, 
1936, provides that where goods are sold out of Victoria, but in 
Australia, in the course of a business principally carried on in 
Victoria by a person, not being the manufacturer of the goods, 
one-half of the profit arising from the sale shall be deemed to be 
income derived in Victoria. 

A proviso to S. 37 states that where the goods are so sold 
by means of a branch of that person’s business which is established 
out of Victoria and is substantially self-controlled, no part of the 
profit arising from the sale shall be deemed to be income derived 
in Victoria. 

The complementary section of the New South Wales Act is 
S. 39, which provides that where goods are sold in New South 
Wales in the course of a business carried on out of New South 
Wales, but in Australia, by a person not being the manufacturer 
of the goods, one-half of the profit arising from the sale shall be 
deemed to be income derived in New South Wales. 

The following comments are made in The Income Tax Laws of 
Australia, par. 504, concerning the differences in the two sections: 
“Although the New South Wales and Queensland Acts, unlike 
the Victorian Act, do not contain express provisions regarding 
sales by branches, the above statement of the position is implicit 
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in the law of all the States. For example, S. 39 of the New 
South Wales Act applies only where goods are sold in New South 
Wales in the course of a business carried on out of New South 
Wales. The section does not apply where goods are sold in New 
South Wales in the course of a business carried on in New South 
Wales. Sales by a branch in New South Wales are made in 
the course of a business carried on in that State, and under the 
provisions of S. 35 (a) the whole of the profit is liable to New 
South Wales tax.” 

While I still believe the above to be a correct statement of the 
law, apparently it does not go far enough. What is the position 
where goods are sold in New South Wales by a branch which 
is not “substantially self-controlled”? Pausing for a moment 
I confess that I have not the slightest idea as to what is meant 
by this expression. The answer to the question appears to be 
that the whole of the branch’s profit will be subject to New South 
Wales income tax because its sales are made in the course of a 
business carried on in New South Wales, and one-half of its 
profit will be subject to Victorian income tax, because the branch 
is not substantially self-controlled. The problem is not an 
academic one, because advices have been received by the Victorian 
Taxpayers’ Association from a member that “the double taxation 
which arises as a result of this inequity and lack of uniformity 
in the State Acts, reacts very harshly in the case of a number of 
our clients.” The member rightly suggests that representations 
should be made “to obtain some alleviation of the position, either 
by administrative interpretation or by legislative action.” 

There is another side of the picture which will probably be 
more persuasive. Assuming always that the words “substantially 
self-controlled” have some meaning, what is the position where 
the branch of a New South Wales non-manufacturing business 
sells goods in Victoria by means of a branch which is not sub- 
stantially self-controlled? By reason of S. 35 (b) and S. 40 of 
the New South Wales Act it is clear that no part of the Victorian 
branch’s profit is subject to New South Wales income tax. 

Section 36 of the Victorian Act provides as follows :— 

“Where goods are sold in Victoria in the course of a business 
principally carried on out of Victoria but in Australia by a person 
not being the manufacturer of the goods, one-half of the profit 
arising from the sale shall be deemed to be income derived in 
Victoria. 

“Provided that, where the goods are so sold by means of a 
branch of that person’s business which is established in Victoria 
and is substantially self-controlled, the whole of the profit arising 
from the sale shall be deemed to be income derived in Victoria.” 

The proviso can be reconciled with the main part of S. 36 if 
all the activities of the taxpayer are, for the purpose of S. 36, 
to be regarded as one business. If the word “business” can be 
construed in this manner. then it follows that as the business is 
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principally carried on out of Victoria, because its head office is in 
New South Wales, one-half of the profit is subject to Victorian 
income tax, if the Victorian branch is not substantially self- 
controlled. 

The following anomalies therefore exist :— 

(a) Where the head office of a trading business is situated 
in Victoria and it has a branch in New South Wales, which 
is not substantially self-controlled, the profits of the branch 
are subject to New South Wales income tax to the extent 
of 100 per cent. and to Victorian income tax to the extent 
of 50 per cent. 

(b) Where the head office of a trading business is situated in 
New South Wales and it has a branch in Victoria, which is 
not substantially self-controlled, no part of the profit of the 
branch is subject to New South Wales income tax and 
only 50 per cent. of such profit is subject to Victorian 
income tax. 

It is suggested that these anomalies can best be overcome by 
amendments to the Victorian Act (and also to the South Aus- 
tralian and Western Australian Acts which followed Victoria) 
bringing them into line with the New South Wales Act. If this 
were done, then the whole of the profit of a branch would bk 
subject to tax by the State in which it is established and no part 
of the profit would be subject to tax in the State where the head 
office is situated and this would be so whether or not the branch 
is substantially self-controlled. 





CASUAL Prorits UNDER New SoutH WALES ACT 


Shares in One Company Exchanged for Shares in Another 
Company 

A taxpayer acquired shares in company “A.” Within three 
income years he exchanged the whole of his shares in this company 
for shares in company “B” which was formed to take over the 
whole of the assets and undertaking of company “A.” Within 
three income years of the date of acquisition of the new shares 
he sold them. All transactions took place in New South Wales 
Had the exchange not taken place, and had the taxpayer sold 
the shares in company “A” on the date he sold the shares in 
company “B” he would have held them more than three income 
years. Is the taxpayer liable to tax in respect of any casual 
profit arising (a) at the time of exchange and (b) at the time 
of sale? 

(a) Section 106 of the New South Wales Act provides that 
where the proceeds of sale in the year of income by 3 
taxpayer of any property other than real property, ar 
not included in his assessable income, and the sale was 
effected in New South Wales, and the property was boughi 
by the taxpayer in the year of income or in any of tht 
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two preceding years, his assessable income shall include 
the casual profit, if any, arising from the sale. 

“Bought” includes an exchange of property and the 
acquisition of shares by the issue thereof. “Sale” includes 
an exchange of property and a statutory resumption, S. 
104. In the present case one lot of shares was exchanged 
for another and therefore the taxpayer is assessable in 
respect of the casual profit, if any, arising from such “sale,” 
because the purchase and exchange took place within three 
income years. 

Section 116 provides that where there is an exchange of 
property, the value of the property at the time of the 
exchange shall be deemed to be the price paid or received 
for that property. Section 21 provides that where, upon 
any transaction, any consideration is paid or given other- 
wise than in cash, the money value of that consideration 
shall, for the purposes of the Act, be deemed to have been 
paid or given. 

The casual profit, if any, must be calculated in accordance 
with S. 107 and it follows that in making that calculation 
the “sale price” is the market value of the shares in company 
“B” on the date they were acquired by way of exchange— 
not their face value. 

(b) As the shares in company “B” were acquired by way of 
exchange (and thus were “bought”) and were sold by the 
taxpayer within three income years, the casual profit, if any, 
arising from the sale is assessable. The amount of such 
casual profit will be calculated by comparing the market 
value of the shares in company “B” at the time of the 
exchange with the net proceeds of sale calculated in the 
same manner, S. 108. 

(c) Any “casual loss,” arising from the above two transactions 
is deductible to the extent provided in S. 111. 

The principle of treating the exchange of shares in the manner 
stated above is well established by the decision of the House 
of Lords in Westminster Bank Ltd. v. Osler (1932) 17 Tax Cas. 
381 where it was held that an increase in value of Government 
Bonds on conversion was assessable. 





CoMPENSATION RECEIVED FOR CANCELLATION OF AGENCY 

This matter is exhaustively dealt with in the June, 1939, issue 
of the Journal at pp. 289 et seq., where the decision of the Aus- 
tralian High Court in Californian Oil Products Ltd. (in lig.) v. 
F.C. of T. (1934) 52 C.L.R. 28 was compared with the decision 
of the Scottish courts in Kelsall Parsons & Co. v. I.R. Comrs. 
(1938) 21 Tax Cas. 608. 

This matter has also recently been dealt with by the English 
courts. From 1920 to 1933, the appellant company carried on 
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business as chemical merchants, confining their business to indus- 
trial chemicals. In 1933, they entered into a contract for the 
purchase of agricultural chemicals, in the selling of which they 
were to have exclusive rights in certain parts of the country, 
This contract was terminated on May 1, 1935, upon a payment to 
the appellant company of £4,750. The question was whether such 
payment must be treated as income or as a capital payment. 
Held: the sum paid represented profits which the appellant com- 
pany would or might have made under the contract, and, although 
a payment for the cancellation of the contract, was an income 
payment. Bush, Beach & Gent, Ltd. v. Road [1939] 3 All E.R. 
302. 

“The sum paid, in my view, represented profits which the 
appellants would or might have made under the contract, and 
not the purchase price of the contract itself: Inland Revenue 
Comrs. v. Northfleet Coal & Ballast Co. Ltd., (1927) 12 Tax 
Cas. 1102, per Rowlatt J., at p. 1108. Nor do I accept the argu. 
ment that the structure of the appellant company was affected 
by the contract or its cancellation, as in Van den Berghs, Lid. ». 
Clark, (1934/5) 19 Tax Cas. 390. The appellant company could 
always have sold agricultural chemicals, and it can still do so. 
The contract was made in the ordinary course of the company’s 
business, although in a new field, and the exclusion of competition 
is an ordinary incident of such contracts, and not, as it seems to 


me, analogous to a pooling agreement,” per Lawrence J., at p. 305. 


Exempt DIVIDENDS 


New South Wales 


Section 53 of the New South Wales Income Tax (Management) 
Act 1936 provides that the assessable income of a shareholder 
shall not include :— 

(1) Dividends received from a company that does not carry on 

business in, or derive income from sources in, Australia; or 

(2) Dividends paid wholly and exclusively out of one or mor 

of the following :— 

(a) ex-Australian non-assessable income ; 

(b) profits arising from sale or compulsory resumption of 
assets if the company was not liable to tax in respect 
of those profits. N.B.: Capital profits are assessable 
if property bought and sold within seven income years 
in the case of real property and three income years if 
the case of personal property. The whole of any 
profit arising from the disposal, etc., of depreciated 
plant is assessable ; 

(c) profits arising from: 

(i) revaluation of assets not acquired for purpos 
of resale at a profit, or 
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(ii) from the issue of shares at a premium if the 
dividends paid from such profits are satisfied 
by the issue of shares of the company declaring 
the dividend; 

(d) interest on securities issued by the Commonwealth and 
N.S.W. Governments, and tax-free securities issued 
by the Rural Bank of N.S.W.; 

(e) income upon which Private Company Tax has been 
paid ; 

(f) exempt income derived from working a gold-mining 
property in Australia or New Guinea where such 
dividends are paid before July 1, 1939. N.B.: There 
appears to be a slip in paragraph (f). Section 16 (p) 
exempts income derived by a person from the working 
of gold-mining property in Australia or in the Terri- 
tories of Papua and New Guinea. Papua is not 
included in S. 53 (f). 

Section 10 (4) of the New South Wales Special Income and 
Wages Tax (Management) Act 1936 provides that in the assess- 
ment of the income of a resident (other than a company which is 
not a private company) the provisions of S. 53 of the Principal 
Act (except paragraphs (b)—exempt capital profits, (c)—profits 
arising from revaluation of capital assets or share premiums, and 
(f)—exempt gold-mining profits) shall not apply. 

What is the position for Special Income Tax purposes where 
a company declares a dividend wholly and exclusively out of a 
combination of the profits, etc., referred to in the six paragraphs 
of S. 53 of the Principal Act? 

The problem has been submitted by the Taxpayers’ Association 
of N.S.W. to the N.S.W. Commissioner of Taxation, who advises 
as follows : 

“Where dividends are paid wholly and exclusively from one or 
more of the profits mentioned in paragraphs (b), (c) and/or (f) 
of Section 53 of the Income Tax (Management) Act 1936, such 
distributions are exempt for both State and Special Income Tax 
purposes. 

“Where, however, the dividend is appropriated from profits 
mentioned in those paragraphs and also from profits specified in 
paragraphs (a), (d) and/or (e), then the exemption is confined 
to State Income Tax.” 

Thus if a company pays a dividend wholly and exclusively from 
a combination of profits comprised of (b) exempt capital profits 
and (e) income which has borne Private Company Tax, then the 
dividend will be exempt for purposes of N.S.W. Ordinary Income 
Tax, but will be wholly assessable for purposes of N.S.W. Special 
Income Tax. ° 

If, on the other hand, the company pays two dividends, one 
wholly and exclusively out of (b) and the other wholly and 
exclusively out of (e), both the dividends will be exempt for 
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purposes of N.S.W. Ordinary Income Tax, and only the dividend 
paid out of (e) will be assessable to N.S.W. Special Income Tax. 
There is thus a saving to the shareholders of Special Income Tax 
on the dividend paid out of (b). 

The above is another example of the evils brought about by the 
insertion of the words “wholly and exclusively” in S. 53 of the 
N.S.W. Act and the corresponding sections of the other Australian 
Acts. 





FRAuD oR EvASION 


Section 170 (2) of the Commonwealth Income Tax Assessment 
Act provides that where a taxpayer has not made to the Com- 
missioner a full and true disclosure of all the material facts neces- 
sary for his assessment, and there has been an avoidance of tax, 
the Commissioner may, where he is of opinion that the avoidance 
of tax is due to fraud or evasion, amend the assessment at any time. 


Fraud 


Readers will remember the decision of the House of Lords in 
Derry v. Peek (1889) 14 App. Cas. 337, when it was definitely 
settled that, in order to maintain an action for deceit, a false state- 
ment must be: 

(i) false to the knowledge of the person making it; or 

(ii) untrue in fact and not believed to be true by the person 

making it; or 


(iii) untrue in fact and made recklessly—e.g., without any 
knowledge on the subject, and without caring whether it 
is true or false. 

It will be found that in practice the Commissioner bases his 

opinion on the safer and broader ground of evasion. 


Evasion 


The following is an extract from the judgment of Lord Hob- 
house in Simms v. Registrar of Probates (1900) A.C., at p. 334: 
“Tt does not appear to their Lordships that an examination of the 
decisions in which the word ‘evade’ has been the subject of com- 
ment leads to any tangible result. Everybody agrees that the 
word is capable of being used in two senses, one which suggests 
underhand dealing, and another which means nothing more than 
the intentional avoidance of something disagreeable.” 

The meaning of the word “evasion” was discussed by the High 
Court in Wilson v. Chambers & Co. Pty. Ltd. (1926) 38 C.L.R. 
131, a case which related to the underpayment of customs duty. 
“Any trick or artifice or force which results in obtaining dutiable 
goods without payment of duty is a fraud on the revenue, and is, 
therefore, outside simple ‘evasion.’ . . . If, legally owing the duty, 
the importer has not merely omitted to pay, but has omitted 
without any reasonable grounds for withholding payment, he has 
‘evaded’ payment. If, however, he can show any reasonable excuse 
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for omitting to pay, he does not evade payment. He may genuinely 
and without negligence be unaware of the facts constituting 
liability; he may have misunderstood a regulation or a law; he 
may, though perfectly cognizant of all necessary facts, be strongly 
advised that either on construction or constitutionally the law 
does not reach him. Such a man does not, in my opinion, ‘evade’ 
payment. On the other hand, if his ignorance of facts arises 
through his own unbusinesslike conduct, so as to be unreasonable 
in his case, want of knowledge is no reasonable excuse. That, as 
already shown, is not because of the absence of mens rea as 
ordinarily understood. It is simply because what he ought to 
know in his situation when his public obligations are in question, 
he is taken to know. But the only test of what he ought to know 
is what a man in his position acting reasonably would know. 
Consequently, it all comes to a question of honesty and reasonable 
conduct. The conclusion is that S. 234 (a) is contravened when 
there is intentional non-payment, without honest and reasonable 
excuse, of duty which is payable” (per Isaacs J., p. 144). 

Higgins J., however, was not prepared to accept what he 
referred to as “the gloss on the section proposed by my brother 
Isaacs—that the words ‘without reasonable excuse’ were implied” 
(ibid., p. 148). He based his judgment, as did Knox C.J. (sbid., 
p. 136), on the simple ground that “evade” meant something more 
than “fail” and that nothing more than failure-—innocent failure— 
had been proved. 

The Opinion of the Commissioner 

It will be observed that an assessment may be amended at any 
time where the Commissioner is of opinion that the avoidance of 
tax is due to fraud or evasion. For all practical purposes, there- 
fore, an appeal against an amended assessment based on alleged 
evasion is limited to the Board of Review. 


The Board of Review 

The following two cases are reported in Volume 7 of the Board’s 
decisions : 

The taxpayer, then a company manager, receiving an annual 
salary of £2,200, left Australia in March, 1930, on a trip made 
partly for pleasure and partly for business purposes. He returned 
to Australia in the following November. During his absence a 
considerable portion of his salary was paid to him in England. 
His attorney furnished a return for year ended June 30, 1930, 
including therein salary derived by the taxpayer up to the end 
of February, 1930, viz., £1,467. The amount of salary earned 
prior to the taxpayer’s departure was, in fact, £1,650. This error 
on the part of the attorney arose from the time of the taxpayer’s 
departure being inadvertently treated as the end of February, 
1930, instead of the end of March. Prior to 1930, Commonwealth 
income tax was payable on the taxable income derived from 
sources within Australia, but by the amending Act, No. 50, of 
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1930, a resident of Australia became liable to tax on the taxable 
income derived by him from all sources, whether in Australia or 
elsewhere, unless exempt under S. 14 (1) (q). As the taxpayer 
was a resident and his salary was not chargeable with tax outside 
Australia, the whole of his salary, £2,200, for 1929-30 was liable 
to Commonwealth income tax. Five years afterwards, the Com- 
missioner issued an amended assessment, including the omitted 
income, and imposed additional tax, which later was remitted. 
The taxpayer contended that neither he nor his attorney was 
aware of the above change in the law, and that, as the avoidance 
was not due to evasion, the amended assessment was out of time. 
The Board of Review held that the facts before it did not support 
the view that there was underhand dealing or intentional avoidance 
(cf. Simms v. Registrar of Probates, supra), and having in mind 
the dicta of the learned judges in Wilson v. Chambers, supra, the 
circumstances of the case were not such as would justify the Board 
in holding the opinion that there was evasion on the part of the 
taxpayer or his attorney. The objection was, therefore, upheld. 
7 C.T.B.R. Cas. 8. In its reasons for decision, the Board pointed 
out that employers are required to furnish particulars of salaries 
paid to their employees. As this fact must have been known to 
the attorney, the probability that the understatement was due to 
evasion was substantially lessened. “It is not easy to believe that 
evasion would be attempted unless almost certain to succeed in 
its object.” Again, the attorney drew attention to the fact of the 
taxpayer’s absence from Australia by a note on the income tax 
return. Further, the heading of the form of return for 1929-30 
referred to income derived “from all sources in Australia and 
Papua.” 

A taxpayer placed £2,000 on deposit with a company. The 
company was wound up and at the date of the winding up it owed 
the taxpayer £361 for interest. A new company bought the assets 
of the old company and issued debentures of a face value of £100 
and fractional certificates to the creditors. During 1930-31, the 
taxpayer received debentures for £2,300 and a certificate for £61. 
Evidence was given that the debentures and certificate were at 
the outset, and for a lengthy subsequent period, worth approxi- 
mately only 50 per cent. of their face value. The certificate was 
redeemed two years after the date of issue, but the taxpayer still 
held the debentures at the date of the hearing. No portion of the 
£361 was included by the taxpayer in his return for 1930-31, and 
he was made liable to tax thereon in an amended assessment 
issued more than four years after the date of the original assess- 
ment, on the ground that there was an avoidance of tax due to 
evasion. The Board of Review held (1) that there had been an 
avoidance of tax, but (by majority) that the avoidance related to 
tax on the actual, not the nominal, value of the securities received 
by the taxpayer. J. C. Williamson’s Tivoli Vaudeville Pty. Ltd v. 
F.C. of T. (1929) 42 C.L.R. 452 was distinguished on the ground 
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that in that case there was nothing before the Court to indicate 
that the shares were not worth their full face value. (2) The 
avoidance was not due to evasion. The taxpayer’s claim was there- 
fore allowed. 7 C.T.B.R. Cas. 9. 





SaLes Tax 


The Commissioner of Taxation advises that, in place of the 
customary annual supplement to The Sales Tax Law, 1930-1935, 
the Department has this year published a completely self-contained 
consolidation which explains the effect of the law as amended to 
the end of 1938 and as still in force. 

This consolidation—The Sales Tax Law, 1930-1938—is avail- 
able for sale at the office of the Deputy Commissioner of Taxation 
in each State. 





Articles in Overseas Journals 





The Accountant 


July 8, 1939: Leading Article on Frustration of Contracts. 

July 15, 1939: Unit Trusts, by C. O. H. Merriman and C. L. 
Rosenheim. 

July 22, 1939: Leading Article on The Remedies for Misrepre- 
sentation. 

July 29, 1939: Financial Planning—Insuring for Future Profits, 
by F. R. M. de Paula. 

August 5, 1939: Leading Article on The McKesson & Robbins 
Case. Cost Accounting and State Control in Germany, by 
Dr. T. Plaut. Summary of Evidence in The McKesson & 
Robbins Case—I. 

August 12, 1939: Summary of Evidence in The McKesson & 
Robbins Case—II. 


The Journal of Accountancy 


August, 1939: Basic Questions of Auditing Procedure, by 
P. W. R. Glover. Accounting for Non-ferrous Metal Mining 
Properties and Their Depletion, by H. B. Fernald, M. E. 
Peloubet and L. M. Norton. 


Accountancy 


August, 1939: Depreciation of Fixed Assets, by F. A. Roberts 
and C. N. Walter. The Accountant from My Viewpoint, by 
a King’s Counsel. Accountants and the Armaments Phase, 
being the Presidential Address to the Society of Incorporated 
Accountants, by P. Toothill. 
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Statistical Methods as Applied to Accounting 
Reports 


By A. A. FITzGERALD 


IV.—STATISTICAL ANALYSIS OF ACCOUNTING DATA 


In the first article in this series (see July, 1939, issue, page 398) 
Tabulation was described as “the arrangement of the original 
data, after collection, in the form of a classified table or tables. 
Its purpose is to arrange the data collected in such a form as to 
facilitate the mathematical analysis, and later the graphic presenta- 
tion, of the results.” In the second article (see September, 1939, 
issue, page 83) a distinction was drawn between general purpos: 
and special purpose tables, and it was shown that tabulation may 
be either a method of presentation or an intermediate form in 
which statistical data is arranged as a preliminary to its analysis, 

The special purpose table is, in fact, invariably intended to 
present the results of analysis—and, so far as accounting statements 
are concerned—it is usually so contrived as to emphasise causal 
relationships.* 

We may now, therefore, proceed to examine the statistical 
devices by which a general purpose table may be converted intoa 
special purpose table, or, in other words, the method by which 
analysis of an accounting statement should proceed. 

As a simple example of a general purpose table, let us take a 
Manufacturing, Trading and Profit and Loss Account, such as 
would be produced by the ordinary processes of accounting from 
a reasonably well classified set of accounts. 

Suppose that, in its general purpose form (i.e., for the informa 
tion of proprietors, creditors, taxation departments or any other 
interested parties), it appears as under: 


Manufacturing Account for year ended June 30, 1939 


1938 1939 
July 1— June 30— 
To Materials on hand . £3,000 By Materials on hand . £2,500 
» Work in progress .. 1,500 » Work in progress .. 1,29 
1939 » Manufacturing Cost 
June 30— transferred to ‘! 
To Purchase of Mater- Trading Account. 2829 
me c< us as 3s | 
» Diwect Labour .. .. 8,000 
» Manufacturing Ex- 
pense (classified in 
some detail) .. .. 7,500 


£32,000 $32,000 


—_—_—— 


1. For a useful discussion of the distinction between general purpose and special purpot 
tables and their uses, see Bruce D. Mudgett: Statistical Tables and Graphs, Chap. 
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Trading Account for year ended June 30, 1939 


1938 1939 
July 1— June 30— 
To Stock on hand .. .. £7,500 a ee 


d » Stock on hand .. .. 
To Manufacturing Cost 

transferred from 

Manufacturing Ac- 

Me. wk... eae 
» Gross Profit trans- 

ferred to Profit 

and Loss Account 16,250 


£52,000 £52,000 


Profit and Loss Account for year ended June 30, 1939 


1939 1939 
June 30— June 30— 
To Selling and Delivery By Gross Profit . .. .. £16,250 
Expense (classified » Rents Received .. .. 1,200 
in some detail) .. » Dividends Received . 750 
Administration Ex- 
pense (classified in 
some detail) .. .. 
Finance Expense 
(classified in some 
Qe) 2s «ss 500 
Rates and Taxes in 
respect of income- 
earning properties 150 
— — nee 250 
» Net Profit for year . 2,600 


£18,200 £18,200 


As a statement of the results of operations for the year, 
these accounts provide at least as much information as is usually 
regarded as satisfactory for the information of proprietors and 
creditors. If accompanied by schedules giving the further details 
required by the Income Tax Commissioners, they would be 
acceptable for income tax purposes. But for the information of 
managers, who want to know not only what the results of opera- 
tions have been but also how those result have been brought about, 
they leave much to be desired. 

The first step in the analysis of causal relationships in the data 
shown in the accounts would be the rearrangement of the accounts 
in statement or “report” form.? The only additional information 
required will be a dissection of the Work-in-Progress into 
Materials, Direct Labour and Expense. 

Suppose that this dissection discloses the following: 


2. See September, 1939, issue, p. 85. 
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July 1,1938 June 30, 1939 
£ £ 


DS Gn oa Gk wetee 4a ee, Ge 940 
Direct Labour ae ik ac. Se 160 
Manufacturing Expense ia es oe 150 





Total Value of Work in Progress . 1,500 1,250 





The accounts may now be rearranged as under: 
eee 45 Stale Soc’ ge ee ea, 


Cost of Goods Sold— 
Manufacturing Cost: 
Diabetes 4. s< «sce ee we os SE 
te ee ale 8,160 
OO ee ee ae 


a eo 


Less Increase in Stocks of Finished 
MRR istic aS, wis” GG em 1,000 
27,250 


RN ite: 68s KR Ke £16,250 
Expense— 

Selling and Delivery .. 

Administration .. .. 

Finance . 


Operating Profit .. 
Non-operating Income— 

es tae cai 

Less Property Expense ee 


Dividends .. 


1,800 
Less 
Non-operating — 


Donations .. .. Me ee 250 
1,550 


Net Profit for Year .. .. .. .. £2,600 


As a statement of causal relationships, this form is a distine 
improvement on the account form. The operating profit has bee 
clearly distinguished from the income and expense arising from 
subsidiary activities, the cost of goods sold has been brought into 
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clear relationship with the gross income from the sale of the 
goods, and the component parts of manufacturing cost have been 
clearly and concisely set forth. But the relationships have not 
been developed in such a manner that they may be usefully com- 
pared with standards or with past results. And some comparison 
of this kind is essential for management purposes. How otherwise 
can the managers decide whether or not the results are to be 
regarded as satisfactory or as susceptible of improvement? 

Obviously the most satisfactory basis by which the results may 
be measured is a set of scientifically determined standards of costs, 
expenses and operating profit. This would involve the setting up 
of the manufacturing account on the standard cost plan and the 
comparison of expenses and operating profit with expense and 
profit budgets. In that case, the classification of accounts would 
be different from that used in the example, and the indicators of 
the efficiency of the operations for the period would be found in 
the absolute amounts of the cost variations and of the differences 
between budgeted and actual expense. 

But this, though the most effective accounting method of 
measuring efficiency and locating responsibility for results, is not 
yet, unfortunately, the most commonly used method. 

What, in the absence of a standard cost and budgetary control 
system, would be the next most likely step to be taken by an 
accountant in analysing the data so far tabulated? 

Most probably, he would proceed to develop either: 

(a) Unit costs, or 

(b) Percentages, 
and to compare these unit costs or percentages with similarly 
calculated figures obtained from the accounts of prior years. 


The Unit Cost Method of Analysis 

The unit cost method of analysis, though inferior to the standard 
cost method, has important advantages over the percentage method 
in those few instances in which it can be used. 

Obviously, however, it can be used only in the single product 
industry or in those instances in which separate manufacturing 
and trading accounts can be prepared for each product handled. 

If the £43,500 of Sales in our example consists of one product 
only, the whole statement of operating results ran be expressed in 
terms of Sales, Cost of Sales, Expense and Operating Profit per 
unit of product, and these unit figures can be usefully compared 
with past performances. If, however, the Sales include distinct 
products, manufactured at different costs and sold at different 
prices, unit comparisons which would be valid could be made only 
by calculating composite units, in the calculation of which due 
weight would be given to variations from period to period in the 
relative proportions of the various products manufactured and 
sold. In actual practice, the calculation of such composite units 
would be practically impossible. 
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In those cases in which it can be used, however, the unit method 
of comparison is preferable to the percentage method for the 
following reasons: 

(a) It avoids the risk of fallacious reasoning arising from 
comparisons of percentages on sales, when alterations have 
taken place in selling price; 

(b) in dealing with component parts of a total (e.g., total cost 
of manufacture) movement in the unit cost of any part 
indicates cause; movement in the percentage of that part 
to the total (which is always 100%) may be indicative 
not of cause, but of the result of a change in some other 
part. 

To illustrate the method of unit cost comparison and its 
superiority to the percentage method, let us assume that in the 
year ended June 30, 1939, 43,500 articles of a standard type were 
sold at £1 each, and that 44,000 were manufactured. On these 
assumptions, the operating results for the year might be expressed 
in terms of unit costs in the form of the following tables, in which 
hypothetical figures for the two preceding years are given in 
comparative form. 

OPERATING RESULTS 

Years ended June 30 

Per Article 

MANUFACTURING Cost 
1939 1938 1937 
a a 5/8:16 5/904 
BO iis: cen! aie Sits: 6 hs be: 3/6°97 3/69 
Manufacturing Expense .. .. .. 3/5°73 3/6°23 3/5°62 





Total Manufacturing Cost .. .. 12/10°09 12/9°36 12/9°65 





STATEMENT OF PROFIT AND Loss 


1939 1938 1937 
Gales wn ce ee es ce ee ee et Oe RO ee 
Cost of Goods Sold .. .. .. .. .. 12/635 12/566 12/621 


SE EE as vin 40 oe «x “ne ORO 8/0°34.  7/11-79 
Selling Expense .. .. .. .. -. 3/0°41 3/1:29 3/2°6 
Administration Expense .. .. .. 3/8°69 3/933 3/10°14 
Finance Expense .. .. .. .. -. 2:76 2-88 314 


Total Expense .. .. .. .. .. 6/11°86 7/1-50 7/3°% 














Operating Profit .. .. .. .. 5:79 10-84 7:85 


—_ 
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Let us now consider the significance of the data given in this 
table, and the usefulness of the comparisons made. 

In the first place, it should be carefully noted that the table has 
been broken into two sections, one dealing with Manufacturing 
Cost and its constituent parts and the other with the information 
taken from the Trading and Profit and Loss Account. The table 
has been prepared in this form for the reason that there are 
differences in each year between the number of units manufac- 
tured and the number sold. In 1938-39, 43,500 units were sold 
and 44,000 were manufactured. It would have been not only 
useless, but misleading, to have related the cost of materials used 
in the manufacture of the 44,000 units to the sale of the 43,500 
units.3 

Secondly, it should be noted that there has been a reduction in 
the last year in the selling price of the goods. Percentages on 
selling price would, therefore, be affected not only by changes in 
the costs and expenses themselves, but also by the change in the 
selling price. In other words, we have to deal with two variables, 
and it would quite evidently be dangerous to argue as to cause 
and effect from variations in the percentage of one variable to the 
other. 

By the unit cost method of comparison, however, this difficulty 
is avoided. 

In the statement of manufacturing cost, the changes in each 
element of cost per unit manufactured are clearly shown, and 
are unaffected by changes in other elements or in selling price. 
The cost of materials per article produced has shown a progressive 
reduction over the three years, the cost of labour per article pro- 
duced has risen substantially in the last year, and the cost of 
manufacturing expense per article produced, after rising in the 
second year, has fallen in the third year to slightly more than 
in the first year.* 

All these are valid conclusions, upon which action may be based 
to correct unfavourable tendencies (such as the increased labour 
cost) or by which judgment may be formed as to the efficiency 
of the operations. 

Turning to the second part of the table (that relating to gross 
profit, expenses and operating profit), certain clearly observable 
facts may be gathered from the comparison. Selling price has 
been reduced in the last year; the margin of gross profit per unit 
sold has fluctuated and is lowest in the last year; expenses per 
unit sold in all three groups have shown a progressive reduction 
over the three years. 

The reduction in the margin of gross profit per unit sold is the 
net result of the reduction of selling price and the fluctuations in 
the unit cost of the goods sold. These fluctuations in unit cost of 


3. This point applies with even greater force to statements prepared to show percentages 
on sales. 

4. Further analysis of the unit cost of expense may, however, be desirable, since this 
is materially dependent upon the volume of production. Changes may be due to changes 
in volume or to changes in the amount of expense incurred. 
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goods sold are, of course, unaffected in any way by the change 
in selling price. In other words, this cause of the changes in 
margin of gross profit has been isolated, and can be considered 
on its own merits.5 

As to the changes in expense per unit of sales, it would be 
dangerous to argue too closely without further information. The 
reductions in unit cost of expense may be due to lower spending 
or to increased volume. Further analysis would be desirable before 
the figures could be regarded as throwing any useful light upon 
the relative effectiveness of the control of expenses in the three 
years. In particular, it would be necessary to consider the volume 
of sales in each year, and the incidence of volume on the unit cost 
of the fixed expenses. 

Each of the other methods of analysis of balance sheets has its 
uses, and it is usually desirable that all three methods be used, 
Consideration of their uses is, however, not regarded as within 
the scope of this series of articles. 

The statistical methods employed in isolating and studying 
trends in accounting data will be considered in a later article. 


THE USE OF AVERAGES 

In the analysis of certain kinds of accounting data, more limited 
in scope than the comprehensive operating and financial state- 
ments, averages are frequently resorted to. Averages have their 
uses, but they also have their limitations. 

An average of a series of statistical data is an attempt to give 
in concise form a figure which will be typical of the whole of the 
series, which will facilitate the making of comparisons between 
the series and other series, and from which further statistical 
analysis of the series may be undertaken. 

Since it is a summarisation, however, it cannot give a complete 
picture of the whole of the data. Moreover, unless the type of 
average to be used is carefully selected, having regard to the 
characteristics of the data and the purpose of the analysis, the use 
of an average may lead to fallacious conclusions.® 

One type of average—the Arithmetic Average or Mean—is s0 
easily calculated, and its use so common, that it would seem that 
many people overlook the fact that it is not the only average that 
may be used in statistical analysis, and that, for certain purposes 
and in certain circumstances, it is inferior to other types of average. 

The types of average most commonly used by statisticians are: 

i. The Arithmetic Average or Mean—denoted by the 
symbol Ma. 
ii. The Median—denoted by the symbol Me. 
iii. The Mode—denoted by the symbol Mo. 


5. The fluctuations in the unit cost of goods sold are indirectly related to the changes 
in unit cost of production. They are, in fact, the net result of those changes in production 
cost and of changes in the valuation of stocks of finished goods on hand at the beginning 
and end of each year. 

6. For a more detailed consideration of the uses and limitations of averages, see Burton: 
4 Concise Manual of Statistics, Chap. VI; Riggleman and Frisbee: Business Statistics, Chap. 
VII; H. J. Wheldon: Business Statistics and Statistica! Method. 
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In addition, averages particularly useful in certain special circum- 
stances are: 
iv. The Geometric Average—denoted by the symbol Mg. 
v. The Harmonic Average—denoted by the symbol Mh. 


The Geometric Average and the Harmonic Average are likely 
to have little use in business statistics, though the Geometric 
Average is the only satisfactory method of averaging rates of 
change. We may, therefore, restrict our discussion of these to a 
short explanation of the methods by which they are calculated. 

The Geometric Average is the mth root of the product of the 
whole series, where n = the number of items in the series. 

Thus, the Geometric Average of 1, 3 and 9 is 


WI1X3xX9 = W27 = 3 
The Harmonic Average is the reciprocal of the Arithmetic 
Average of the reciprocals of the items in the series. 
Thus, the Harmonic Average of 2, 3 and 4 is 
1 1 
st4te = DB = 277 
3 36 
Since the Arithmetic Average, the Median and the Mode are 
the averages most likely to be used in analysing accounting data, 
closer attention may be given to the relative merits of these three 


types. 
The Arithmetic Average or Mean 


This average may be simple or weighted. 

The simple Arithmetic Average is the sum of the items in a 
series divided by the number of items. 

The weighted Arithmetic Average is obtained by multiplying 
each item in the series by a given number (or “weight”) 
selected to reflect its relative importance. The products are 
then added and their sum divided by the total of the weights 
used. 

To illustrate : 


The following is a series showing the cost of manufacture of a 
certain article in various production batches: 


Units in Cost per Unit Unit Cost and 

Batch No. Batch of Batch No. of Units 

101 30 3/1 £4 12 

102 15 3/3 2 8 

103 20 3/- 

104 25 2/8 

105 10 5/4 1 

106 16 2/5 1 





Totals . . . 116 19/9 £17 19 11 
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The simple Arithmetic Average of the unit cost of the six batches 
is oe = 3/3-Sd. 


The weighted Arithmetic Average (using as “weights” the 
quantities in each produced batch) is 
au fie/h = 3/1:23d. 
116 
The weighted average is obviously a better representative 
average in this instance, since the items in the series vary in 
importance according to the size of the batches, and the simple 
average attaches no weight to these variations. 
Let us now examine the advantages and disadvantages of the 
Arithmetic Average. 
Advantages 
i. It is easily understood and calculated, and its use is familiar. 
ii. In its calculation every item in the series has been used, and 
if the weighted average is calculated, each has been given its 
appropriate weight. 


Disadvantages 
i. It does not necessarily coincide with any single item in the 
series. This is true, e.g., in our illustration of both the simple 
and the weighted average. No one batch of production has 
cost exactly 3/1:23 or 3/3-5 a unit. In that sense, therefore, 


neither the weighted average nor the simple average is truly 
representative of any item in the series. 

It is unduly influenced by extreme items. For example, in 
our illustration, the unit cost of Batch No. 105 was abnormal, 
and this might have been due to special circumstances which 
did not operate in any other batch in the series and which 
would not be likely to operate in other batches, except in 
rare instances. Yet this abnormal figure has had its effect 
on the average, and has tended to distort the characteristic 
figure for which we are looking. If, for example, this 
abnormal batch were excluded from the series, the simple 
arithmetic average would be 2/10°6 and the weighted 
average 2/10°7. 

If the average of the series is to be used as a figure with 
which future batch unit costs not affected by abnormalities 
are to be compared, the arithmetic averages are clearly 
unsatisfactory and misleading. 


The Median 
The Median is the middle item in a series when all the items are 
arranged in order of size. It is thus an average of position. 
To illustrate : 
The following table shows the weekly sales of a certain com- 
modity for a period of thirteen weeks. Rearranged in order 
of size, the table would appear as in the third column: 
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Weekly Sales in 


Sales in £’s Order of Size 
b. 197 177 
2. 302 184 
3. 211 195 
4. 199 196 
5. 200 197 
6. 203 199 
ative 7. 177 200 
ry in 8. 218 202 
mple 9. 239 203 
10. 196 211 
f the 11. 184 218 
12. 202 239 
13. 195 302 
iliar. The middle item in the series as rearranged is the seventh item, 
and that is, £200. This is the median of the series.” 
n its Though not so familiar as the arithmetic average, the median 


is easily understood and generally easily located. 


Its other advantages are: 


1 the i. It is representative of an actual item in the series, or is the 
mple arithmetic average of two actual items: 
1 has ii. It is uninfluenced by extremes. For example, in the series 
‘fore, of batch unit costs used to illustrate the calculation of the 
truly arithmetic average, the median would be the arithmetic 
average of the third and fourth items in the series arranged 
ony in order of magnitude, i.e., sal = 3f°5, or if 
which weighted by the quantities in each batch (that is, by count- 
which ing each item as many times as the number of units in the 
pt in batch), 3/-. Compare these averages with the arithmetic 
effect averages calculated from the table, and with the arithmetic 
istic averages calculated after excluding from the table the 
this abnormal item. 
a disadvantages of the Median are: 
ghite . If there are few items in the series, the size of the middle 
th item is likely to be fortuitous, and therefore not necessarily 
ities representative. 


ii. If there is a great number of items in the series, the 
rearrangement of the series in order of size is likely to be 
laborious. 

iii. Since the total of the items in the series cannot be calcu- 
lated from the median (as it can be from the arithmetic 
average), further mathematical calculation based on the 
median is not possible. 


learly 


7. If there is an even number of items in the series, the median is the arithmetic average 
{ the two middle items, i.e., in a series of twelve items, the median lies between the sixth 


and seventh items. 
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Some series of business statistics consist of what is known to 
statisticians as a frequency distribution. This is a table showing 
the number of items which fall into each of several classes. The 
median value (or size, or frequency) is then the value of the group 
in which the median item falls.® 


The Mode 

The Mode, or, as it is sometimes called, the Norm, is the most 
common item in a series. It also, like the median, is therefore 
an average of position. 

Sometimes the mode is easily located merely by inspection, but 
when no most common item is clearly discernible, resort must 
be had to the construction of charts or to the process of group- 
ing of the items.® 


The advantages of the Mode are: 
i. It is easily understood ; 
ii. It is unaffected by extremes ; 
iii. It is an actual item in the series, and, therefore, repre- 
sentative. 
Its disadvantages are: 
i. It is often not clearly discernible, and its location may 
involve tedious processes. 
ii. Like the median, it does not lend itself to further mathe- 
matical calculation. 


DISPERSION 


It will be remembered that an average is intended to present a 
concise but representative or characteristic summary of a group 
of items. No matter which average is used, the picture which it 
presents must be incomplete, unless consideration is given not 
only to the average itself, but also to the variations of the separate 
items from the average. 

For example, consider the following series of numbers: 

A B C 
300 120 109 
100 130 108 

50 100 111 

25 110 110 

75 90 112 


550 550 550 


The arithmetic average of each of these series of numbers is the 
same, viz., 110. Yet, by mere inspection, it is clearly seen that 
there are important differences between the three series. The 
average, 110, is not sufficiently characteristic of the three series 


8. See H. J. Wheldon: Business Statistics and Statistical Method, pp. 88-90. 
9. See H. J. Wheldon: Business Statistics and Statistical Method, pp. 92-94. 





1939 THE AUSTRALIAN ACCOUNTANT 169 


as to justify us in using it as a complete summary of each series. 
We must consider also the ways in which the items in each series 
vary from this average of 110 before we can say that the average 
is truly representative of the series. In Series C, this is so because 
the items vary little from the average. In Series A, the variations 
are considerable, and the average is, therefore, not truly repre- 
sentative of the series. In Series B, the variations, though less 
than those in Series A, are much more extensive than those in 
Series C. The average is, therefore, less representative of Series B 
than it is of Series C. 

This variation of the separate items in a series from the average 
of the series is known as Dispersion. The ways in which Disper- 
sion may be measured will be considered in the next article in this 
series. 


The Amendments to the Bills of Sale Act (N.S.W.) 


By A. ASHLEY ForsTER 





The Bills of Sale (Amendment) Act 1938 was assented to on 
December 14, 1938, and came into operation on February 1, 1939. 
This Act effects changes in the law of New South Wales which 
are of far reaching importance. 

A summary of the Act appeared in the March issue of the 
journal and the purpose of this article is to explain the effect 


of those provisions in greater detail. The general comment is 
in parts elementary but the intention is that accountants and 
business executives should be made fully aware of the importance 
of these changes in the law so that expert advice may be sought 
where this is necessary. 

The principles of traders’ bills of sale are now introduced; 
these are wholly inoperative and invalid until registered. Other 
provisions affect registration and renewal and the right of seizure 
and sale, and provide for caveats against the registration of a 
trader’s bill of sale and for a statutory declaration of the owner- 
ship of personal chattels covered by a conditional bill of sale. 

To know something of the history of bills of sale is to under- 
stand more clearly the object of this type of legislation and the 
effect of the changes made; it is possible to refer to this aspect only 
very briefly. The need for legislation on this subject was felt 
before the close of the thirteenth century; at this stage creditors 
had to rely almost entirely on the common law. The first statute 
can be traced early in the fourteenth century ; it was soon followed 
by similar enactments: of these perhaps the Statute 13 Elizabeth 
5 of 1571 is the best known, it avoids as fraudulent against 
creditors: “ . . . covinous! conveyances and gifts of land or goods 
tending to defeat or delay creditors...” In 1854 we find the 
first Bills of Sale registration Act designed to put a stop to the 


1. legal archaic = conspiracy—collusion. 
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practice of giving secret bills of sale. Up to that time serious 
losses were often incurred by persons who had given credit 
to others on the strength of their being possessed of assets that 
were not their own property, and in many cases were also subject 
to a secret assignment. The original intention of the legislature 
has been defeated in many instances where unscrupulous persons 
have taken advantage of loop-holes, and the purpose of the 
amending Act is to remedy those defects as far as possible. 


Traders’ Bills of Sale 

Bills of Sale given by retail traders are now an entirely separate 
class and the special provisions to which they are subject are so 
stringent that it is thought quite possible that eventually a retail 
trader may have to abandon this means of raising money. 

A new definition is added to S. 3: 

“Trader” means a person engaged or about to engage in the 
business of selling “by retail’? any goods, wares or merchandise 
but does not include a farmer (in respect of operations carried on 
by him as a farmer) or a company or the holder of or an applicant 
for the transfer of a publican’s licence or an Australian wine 
licence under the Liquor Act, 1912 (in respect of the business 
carried on or intended to be carried on by him as the holder of 
such a licence). 

“Trader’s bill of sale” means a bill of sale made or given by 
way of security by a trader the personal chattels comprised in or 
made subject to which are or include plant, fixtures, and fittings 
and/or goods, wares, or merchandise which, at the time of the 
making or giving of the trader’s bill of sale are owned and used 
or intended to be used, or which are to be thereafter acquired and 
when so acquired will be owned and used or intended to be used, 
by the trader in or in connection with the business in which 
he is engaged or about to engage. 

Note that these provisions governing traders’ bills of sale refer 
only to those “ .. . given by way of security . . . ” i.e., conditional 
bills of sale. An absolute bill of sale cannot be a trader’s bill of 
sale. 


Time for Lodgement, Form, and Registration 

Special provisions must be complied with both in drawing and 
in lodging a trader’s bill of sale (Ss. 4, 5, 5A, 5B, 5C, and 7) as the 
terms used by the amending Act presuppose an absolutely void 
document which is granted validity on registration, complete 
validity as a trader’s bill of sale if all the requirements of the 
Act are complied with, or partial validity if it fails in some 
respects. If it does not comply fully with the Act a trader’s 
bill of sale (so called) may be effective only over personal chattels 
which are not trade goods. The provisions warrant close and 
careful consideration. 


2. “ .. . by retail . . . ’’: a retailer is one who sells direct to the consumer, whereas 
a wholesaler is one who sells to other traders for the purpose of resale. (Atkins—Bills of Sale 
Liens and Stock Mortgages at p. 
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All other bills of sale (i.e., not traders’ bills of sale) are still 
required to be lodged at the Registrar-General’s Office within 
thirty days of execution, but a trader’s bill of sale must be lodged 
within fifteen days of its execution. When calculating the period, 
exclude the day of date and include the last day for lodgement. 
If the last day for lodgement falls on a Saturday, Sunday or 
Public Holiday, the time is extended to the next following day 
which is not a Saturday, Sunday or Public Holiday. 


Effect of Failure to Lodge a Trader’s Bill of Sale within the 
Prescribed Fifteen Days 

S. 4B provides for an extension of time in the “filing and 
recording” of a bill of sale; it is doubtful whether this relief 
would extend to lodgement, which is really quite a distinct matter, 
particularly as S. 5C is rather emphatic in stating that no trader’s 
bill of sale shall be filed or recorded unless lodged within fifteen 
days after making. Other bills of sale (i.e., not traders’ bills of 
sale) are in a different position; it is clear that an order of the 
Court may be obtained extending the time for registration where 
it can be shown that the omission “ . . . was accidental or due to 
inadvertence or to some other sufficient cause . . .”: this order 
will be granted only where other creditors will not be prejudiced ; 
the rights of third parties will be carefully considered before the 
order is given. 


Effect of Failure to Register a Bill of Sale 

Prior to the amending Act, registration of a bill of sale was 
necessary in order that it be valid as against the official receiver 
and execution creditors. For all other purposes the bill of sale, 
although unregistered, was perfectly good. This is still the case 
with an ordinary bill of sale, but a trader’s bill of sale must be 
lodged within the prescribed time otherwise it is wholly inopera- 
tive and has no validity at law or in equity. If it is lodged as 
required, but for some reason cannot be filed or recorded as a 
trader’s bill of sale, it attains partial validity through S. 5C (5) 
and is deemed filed or recorded as a bill of sale “other than a 
trader’s bill of sale.” As to the effect of removal or withdrawal 
of a caveat after expiration of thirty days from the date of the 


bill of sale, see S. 5F (3), infra. 


Result when Trader’s Bill of Sale “Wholly Inoperative” 

S. 5C lays down certain requirements of form and stipulates 
that the trader’s bill of sale be lodged within fifteen days of 
making. If the requirements of this section are not complied 
with, the bill of sale will not “have any validity at law or in 
equity,” and, in this event, by S. 5C (4) “... the moneys secured 

. shall immediately become payable”—certainly a startling 
provision. The grantee usually attends to the filing of the bill 
of sale; if he omits to attend to this, notwithstanding the fact 
that the contract between himself and the grantor provides for 
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payment over a period, the moneys are, by this provision, rendered 
immediately payable. The only satisfaction afforded to the 
grantor seems to lie in the fact that the grantee is an unsecured 
creditor only; the bill of sale is inoperative as a security. 


Trader’s Bill of Sale—Requirements as to Form 


The form is governed partly by regulation but the Act itself 
requires certain particulars to be included (S. 5C). Failure to 
comply strictly with these provisions may result in the complete 
invalidity of the documents. Section 4A grants relief in the 
case of accident or inadvertence; the section refers only to the 
affidavit or description filed under S. 4; it presupposes validity 
and it seems that the section operates only when the matter is at 
issue before the Court. S. 4B provides the procedure by which 
a person can go before the Court to have corrections made or 
omissions supplied, but again only in relation to the affidavit or 
description previously referred to. Prior to this amendment 
a misstatement in an affidavit of a fact required to be stated by 
virtue of S. 4 avoided the registration and invalidated renewal; 
much unnecessary hardship was caused. Cf. White v. Roberts 
8 W.N. 97 wherein a witness who actually was a conveyancer, 
but acted as a clerk in a solicitor’s office, described himself as a 
conveyancer and it was held that this was not a proper description 
of his occupation within the meaning of the section. 

It is essential, in order to receive the benefit of the provisions 
just discussed, that any mistake should have been accidental or 
due to inadvertence and not of such a nature as to prejudice the 
position of creditors of the grantor. If an intention to mislead 
in the first instance cannot be shown the burden of proof is on 
the person alleging that the description is misleading.® 

The following particulars must be contained in a trader’s bill 
of sale: 


(1) The full name and business or occupation of both grantor 
and grantee. 


Note: “occupation,” the use of a vague term such 
as “manufacturer” is not sufficient; the type 
of goods manufactured must be stated. In 
the case of a company, unless the name 
clearly indicates the nature of its business, 
this must be stated. 

(2) The place of business and residence of the grantor and the 
place of business or residence of the grantee. 

(3) The name or style under which the grantor trades or 
carries on business. 


Note: if the grantor is trading under his own name 
this fact must apparently be stated; the 
requirement cannot simply be ignored. 


3. Throssel v. Marsh. 
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(4) The situation of personal chattels comprised in the trader’s 
bill of sale which are owned and used in connection with 
the business in which the trader is engaged. 

(5) A description of the personal chattels comprised in or 
made subject to the trader’s bill of sale. 

Note: a particular description of specified personal 
chattels enumerated in the trader’s bill of sale, 
or a general description of personal chattels 
made subject to the trader’s bill of sale (such 
as those covered by an equitable charge) 
sufficient to render them reasonably capable 
of identification, will be considered sufficient. 

(6) The consideration, specifying, 

(a) the amount of past debt (if any), 

(b) the advance (if any) made at the time of making or 
giving the bill of sale, and 

(c) if such is the case, that future advances are secured 
by the trader’s bill of sale. 

Note: each of these must be stated, and a correct 
and careful distinction made between each 
class. 

(7) An address to which notices of caveats, which may be 
entered against the recording of such trader’s bill of sale, 
may be posted to the grantor. 

The regulations set out the requirements which the copy of 
the bill of sale must conform to in order to be acceptable to the 
Registrar-General’s Department; in particular the size of the 
paper used and its quality, the method of folding and indorsement, 
and the colour of type are all prescribed. 


Registration 

A trader’s bill of sale which complies with the provisions of 
the Act, once accepted for lodgement by the Registrar-General’s 
Department, will now be automatically registered after the 
expiration of fourteen days unless a caveat has been entered 
against it and has not been withdrawn or removed by the end 
of that period. When the caveat is withdrawn or removed the 
trader’s bill of sale may be filed and its validity would then 
evidently be retrospective as if an extension of time had been 
obtained, see S. 5F (3). 


Statutory Declaration as to Ownership (Non-Traders) 

S. 5A requires the grantor of a conditional bill of sale to furnish 
a statutory declaration as to the ownership of personal chattels 
comprised in the bill of sale. This section shall not apply to a 
bill of sale given by a farmer (in respect of operations carried on 
by him as a farmer) ; by a company, or by the holder of a publican’s 
licence or an Australian wine licence under the Liquor Act 1912 
(in respect of the business carried on by him as the holder of 
such a licence) or to or in respect of a trader’s bill of sale 


(S. SA (7)). 





174 THE AUSTRALIAN ACCOUNTANT OCT. 


This statutory declaration must state: 

(a)... that the personal chattels comprised in the bill of 
sale at the time of the making or giving of the bill of 
sale are the absolute property of grantor, and that no 
money is owing to any person is respect of the purchase 
or upon the security of such personal chattels; or 
specify— 

... the property or interest of the grantor in the personal 
chattels comprised in the bill of sale at the time of the 
making or giving of the bill of sale and stating that 
in respect of the purchase or upon the security of such 
personal chattels “‘money is owing’’* to a specified person. 


Effect of Statutory Declaration as to Ownership 

This declaration, given with a conditional bill of sale, is con- 
clusive evidence of the facts stated in favour of the grantee, but 
this shall not be construed so as to render valid a bill of sale in 
any case where the grantor is not the true owner of the goods 
S. 5A (6); neither is the declaration evidence in the grantee’s 
favour where he had notice that the facts as stated were incorrect 
S. 5A (4b) or where a prior bill of sale including the same goods 
is recorded in accordance with the Act S. 5A (3b). 

Conditional bills of sale given after the commencement of the 
Act (with the exceptions previously mentioned, i.e., traders’ bills 
of sale, etc.) must have the required declaration either endorsed 
on or annexed to the same paper as the bill of sale is written on 
in order to preserve their priority. Note that, although this does 
not apply to a trader’s bill of sale, there is nothing to prevent this 
declaration being obtained as a safeguard.® 


Failure to give Declaration 

The bill of sale will be void against the person to whom money 
is owing on the goods to the extent of the amount owing; this 
also applies where the grantee or holder of the bill of sale had 
notice that the facts as stated were incorrect and the invalidity 
is definitely limited to this extent by S. 5A (5). 


Statutory Declaration of Facts (Traders) 
With every trader’s bill of sale, given after the commencement 
of the Act, must be furnished a statutory declaration stating— 
(a) that he is a person engaged or about to engage in the 
business of selling by retail goods, wares or merchandise; 
(b) that the bill of sale is a trader’s bill of sale. 
This must be given by the trader and is taken as part of the 


4. Money payable under any negotiable instrument given in respect of the purchase 
is deemed to be “money owing.” A promissory note is a negotiable instrument. 

. A trader’s bill of sale may eventually be filed as a bill of sale “other than a trader's 
bill of sale.” It can, in reality, be two instruments in one, i.e., a trader's bill and a nom 
trader’s bill. In the event of a trader’s bill of sale attaining only partial validity, i.e., int 
event of it being operative only over personal chattels which are not trade goods, the 
requirements of S. 5A must be complied with in order fully to protect the limited rights left 
to the grantee. 
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trader’s bill of sale. It must be endorsed on or annexed to the 
same paper on which the trader’s bill of sale is written at the 
time the bill of sale is made or given. 

Unless these requirements are complied with registration as 
a trader’s bill of sale is not possible. The bill of sale is not 
wholly invalid however ; it merely fails to have any force or effect 
over any of the personal chattels which are “trade goods” but in 
spite of this may be registered under S. 4, and if the requirements 
of S. 5A are complied with the grantee’ s rights over the personal 
chattels which are not “trade goods” are fully protected. 

“Trade goods” for this purpose means plant, fixtures and fittings 
and/or goods, wares or merchandise which at the time of the 
making or giving of the trader’s bill of sale are owned and used 
or intended to be used, or which are to be thereafter acquired 
and, when so acquired, will be owned and used or intended to be 
used, by the trader in or in connection with the business in which 
he is engaged or about to engage. 


Caveat 

The provisions governing caveats in connection with a trader’s 
bill of sale introduced to New South Wales for the first time by 
the amending Act (Ss. 5E to 5K inclusive) make it difficult for 
traders to raise money by the giving of a bill of sale. The full 
effect of these sections has not yet been felt because creditors, 
as a body, are not fully aware of their right to lodge a caveat. 


Any unsecured creditor of the grantor may now lodge a caveat 
(a formal objection) against the recording of a trader’s bill of 
sale at any time within fourteen days after the bill has been 
lodged. Copies of the caveat will be posted to both the grantor 
and grantee and either of them may then summon the caveator 
before a judge of the District Court. If it appears that the 
caveator is an unsecured creditor of the grantor, an order may 
be made directing that the bill of sale shall not be recorded until 
the debt, for which he is found to be a creditor, is satisfied or 
the amount paid into Court to the credit of the caveator. A 
trader’s bill of sale cannot be recorded until the caveat has either 
been withdrawn or removed. The caveat will be removed on 
satisfaction of the debt. The Court may also order that any 
caveat be removed if it appears that the caveator is not an 
unsecured creditor; it may also do so on an application made 
ex parte: on such terms as it thinks fit. Upon service of the order 
upon the Registrar-General and upon proof of compliance with 
the terms (if any) imposed, the caveat shall be removed. The 
caveator may also withdraw his caveat at any time by signing 
an application in the prescribed form. 


6. A query has been made as to how is an ordinary creditor to know when, so that he 
can lodge a caveat to protect his interests. Compare the new Victorian Companies Act, Section 
9B (i) requiring advertisement in a newspaper of the intention to register a charge. The 
majority of business houses refer to trade journals wherein all bills of sale registered, all 
traders’ bills lodged, all caveats lodged, etc., are set out. Unless a person studies these 
regularly, registration of a charge may be overlooked until a search is made. This is evidently 
the reason for the provision in the Victorian Companies Act referred to. 
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Costs and Compensation 


The judge in the District Court is given a discretionary power 
in the matter of awarding costs. Any person entering a caveat 
without reasonable cause for considering himself to be a creditor, 
and any creditor refusing without reasonable cause to sign an 
application for withdrawal of his caveat after satisfaction of his 
debt, shall be liable to pay the grantor or grantee or both of them, 
such sum by way of compensation as the judge upon the hearing 
of such summons deems just and orders to be paid. (S. 5K). 


Renewal of Registration 

Where previously renewal was necessary every twelve months, 
the amending Act extends this period to five years, a provision 
which is applicable to all bills of sale in force at the present 
time and to any future bills of sale with the exception that if the 
bill of sale was registered or last renewed on a date being more 
than twelve months before the commencement of the Act there is 
no right to renew and the bill of sale is invalid as against the 
official receiver. S. 5 (2). 

With all bills of sale renewal is necessary only in order to retain 
preference over the official receiver or trustee in bankruptcy and 
prevent him from seizing the goods comprised in the bill of sale 
should the grantor become bankrupt. Renewal is not necessary 
in order that the bill of sale be valid as against execution creditors. 
The time for renewal may be extended (S. 4B (a) ) if the omission 
was accidental or due to inadvertence but only subject to the rights 
of third parties, for instance if bankruptcy has supervened the 
time for renewal could not be extended so as to defeat the rights 
of the trustee-in-bankruptcy. 


Restriction on the Power of Sale 

The Act (S. 4C) restricts the right of sale, which was often 
harshly exercised, and not the right to seize. A conditional bil 
of sale is a contract evidencing the conditional sale of goods; the 
property passes on the execution of that contract and possession 
of the goods by the grantor is retained only as bailee for the 
grantee on certain conditions. If any of those conditions are 
broken, i.e., in the case of default, the grantee has a right of 
possession and the grantor the statutory right to receive notice of 
any intended sale which is in addition to any right of redemption 
he may have. Where the grantee or holder of a bill of sale pro- 
poses to exercise his powers of sale, he is now required to give 
notice in writing to the person who gave the bill of sale setting 
out his intention to sell and the manner of the proposed sale. 
There are several exceptions and in particular this provision does 
not apply to a company, to the holder of a liquor licence or to 
bill of sale given before the commencement of the Act where the 
holder, in the exercise of his power, has entered into possession of 
the business of the grantee before the commencement of the Act. 
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Perishable goods may be sold without notice and where the grantee 
has entered into possession of the business of the grantor of a bill 
of sale in accordance with powers exercisable by him he may, 
provided the instrument empowers him to do so, sell, in the 
ordinary course of business and without notice, any goods, wares 
or merchandise used in connection with the business (other than 
plant, fittings and fixtures) provided that: 

(1) In the case of a bill of sale given before the commencement 
of the Act, the person who gave it was a trader and trade 
goods are covered by the bill of sale; and 

(2) in the case of a bill of sale given after the commencement 
of the Act, the bill of sale is a trader’s bill of sale. 


Notice and Advertisement 

At least seven days’ notice must be given either personally or 
by post addressed to the last known place of business or residence 
of the grantor. Where the manner of the proposed sale is by 
public auction or tender an advertisement must be published twice, 
first not less than ten nor more than twenty-one days before the 
date of the proposed sale or of the closing date for tenders, and 
again not more than seven days beforehand. A copy of this 
advertisement is to be attached to the notice. 

The details required in the notice are :— 

(1) short particulars of the personal chattels to be sold; 
(2) particulars as to, 
(a) whether the proposed sale is to be by public auction 
or tender; 
(b) the place where the sale by public auction will be 
conducted, or where tenders will be received; and 
(c) the date and time of the proposed sale by public 
auction or the latest date and time on which tenders 
will be received. 

In the event of a complete sale not being made at auction 
or no tender being accepted, further notice is unnecessary and a 
sale may be effected “ . . . in any manner which the grantee or 
holder may think fit... ”? 


Private Sale 

Where it is proposed to make a sale by private treaty, seven 
days’ notice is still necessary although the sale need not be 
advertised and, if the powers under which the sale is made permit, 
sale by private treaty may be made in one or in several lots and 
separate sales may be made in this manner to different persons 
or at different times without the necessity of giving further 
notice. Apart from the exceptions dealt with, where notice has 
been given that a sale is to be effected in a particular manner, 
it is necessary to serve a fresh notice if it is desired to make a 
sale in any other way. 


7. In practice it will be found that very few bill of sale holders will sell by public auction 
or tender as most bills of sale provide for sale by private treaty and all advertising, etc., may 
therefore be dispensed with. 


c 
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Transfer of a Bill of Sale need not be Filed 
S. 4 (3) provides that a transfer or assignment of a bill of sak 
which has been filed or recorded under this Act shall 
not be required and shall be deemed never to have 
been required to be filed or recorded. 

The decision, in re Parker, ex parte Turquand, that a transfer 
of a bill need not be registered even although the transferee after. 
wards acquires the grantor’s equity of redemption is thus made 
statutory. Before this amendment an assignment of a bill of sale 
had been held to come within the definition of a “bill of sale” 
(S. 3) but this decision (White v. Roberts) is now negatived. 


Memorandum of Amount Due under a Bill of Sale 


S. 13A. In view of the fact that renewal of a bill of sale is 
now necessary only once in a period of five years, the Act 
confers on the grantor a right to require from the grantee, not 
more than once in any one year, a memorandum of the amount 
due under the bill of sale. Upon registration, the memorandum 
is conclusive evidence of the amount due at the date specified in 
the memorandum. Attestation in accordance with the Convey. 
ancing Act 1919 as amended (S. 168) may be taken as sufficient 
proof of the execution of the memorandum. The onus is on the 
grantor to obtain and file the memorandum, he is not in any way 
bound to do so however, it is merely a right exercisable at option. 


Plant “ ... intended to be used...” in the business 


Lenders of money on motor cars will have to be extremely 
careful, as a car can quite easily come within the definition of 
“plant” for a trader’s bill of sale. It seems advisable that all bills 
of sale of this nature should be registered as traders’ bills of sale 
wherever possible and where this is not done, as a safeguard, a 
statutory declaration should be obtained to the effect that, at the 
time the bill of sale was given, the grantor was not a trader. 

The only purpose served by this declaration is that it acts as 
a powerful moral deterrent to anyone seeking to evade their 
responsibilities by sheltering behind the Act. It cannot alter 
the true position. If the person giving the bill of sale was actually 
a trader and the bill of sale was not registered as a trader’ 
bill of sale then it is an absolutely void document. The lender 
has no security whatever in these circumstances. 

In this review of the Bills of Sale (Amendment) Act, 1938 it 
has been possible only to draw attention to the more important 
points and the conclusion of these comments does not by any 
means exhaust the field of enquiry opened up by this Act. To 
delve deeper, however, is a task for experts, and would result 
only in the raising of complex questions with which accountants 
would not be concerned and upon which it would be rash to 
venture an opinion. 
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THE AUSTRALIAN ACCOUNTANT 


The Control of Labour Costs 
By R. W. ASHLEY, F.C.A.A. 


Factory Accountant, H. V. McKay Massey Harris Pty. Ltd. 
(A Lecture to the Australasian Institute of Cost Accountants, 
Victorian Division) 





If by control we mean to direct, or regulate, a moment’s reflec- 
tion will bring a realisation of the considerations involved in this 
subject. Some of these are employment, stabilisation, absenteeism, 
employee training, accident prevention, plant layout, wage rates, 
labour-saving plans, idleness, defective equipment, time and motion 
study, job analysis, wage plans and indirect labour. Obviously we 
can only scratch the surface in to-night’s talk, and I shall approach 
the subject from the viewpoint of the cost accountant rather than 
from that of the industrial engineer. This qualification at once 
eliminates many of the considerations which I have mentioned, 
such as initial employment, employee training, accident prevention, 
etc. 

Labour costs are usually divided into two main groups—Direct 
and Indirect. Direct Labour has been defined as “that portion of 
labour which enters directly into and forms part of the product,” 
and Indirect Labour as “subsidiary work done in connection with 
the manufacture of a product and which does not form a direct 
part of the product but which contributes to its manufacture 
otherwise.”’* 

Throughout the discussion, the type of control which I shall 
endeavour to outline is that which is based on standards, and I 
shall attempt to show how the standards are determined and the 
variances accounted for. 


Establishing the Standard 

Standard labour costs may be and frequently are determined 
by a method of averaging based on historical records, but that 
seems to me to be a negation of control and to infer, rather, an 
acceptance of conditions without inquiry as to whether those 
conditions are amenable to improvement ; improvement which can 
be made to give an increased reward to both the employee and 
to the industry. 

Aims of Time Study 

A means to this improvement is time study—the method to find 
the time which should be taken to perform an operation or a 
series of operations. If time study be regarded as a way of 
ascertaining the number of hours it takes an average man to do a 
piece of work, then we are faced with the same type of objection 
as arises from the use of historical records for setting up standards ; 
but it means much more than this. It means the subjecting of 
tach piece of work to a close analysis, in order that all unnecessary 


*American Management Association—Special Paper No. 10. 
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and wasteful effort may be eliminated; in order that the quickest 
and best method of doing the job may be laid down, and in order 
that fatigue and irritation may be minimised. It also means a 
study of equipment and tools, service of materials to the operators 
and working conditions generally. Thus time study does much 
more than merely set times. In fact the setting of the time standard 
is the last thing to be done by the rate-fixer or time-study man, 
Before that stage is reached, the study involves the consideration 
of labour-saving tools, speeds and feeds, arrangement of work 
stands or benches, handling equipment, methods and movements 
of the operator, lighting, etc. 


Job Analysis 

The first essential in time study is to analyse the job and every- 
thing required for its performance. This means breaking the job 
down into its constituent elements, and to do this the time-study 
man must know the reasons for and purpose of the operation and 
its relative importance in the product. He must know the ultimate 
function of the part in order to determine the degree of precision 
or finish which should be put into it. He must have sufficient 
knowledge to enable him to judge whether the tools in use are 
the most efficient for the purpose and to decide when a mechanical 
operation should be substituted for a manual one. He must know 
whether the tools and equipment are in good order. He must be 
able to judge if the material delivered to the operator is in a 
satisfactory condition after processes earlier in the production line. 
He has to consider whether the annual quantity of the part 
warrants the provision of special jigs and fixtures. These 
adjuncts of machine tools are costly and it is necessary to weigh 
the comparative advantages, from the cost point of view, of the 
labour-saving by using this equipment against the capital and 
maintenance charges arising from their creation. This can only 
be determined if the time-study man has knowledge of the quantity 
which will be produced before a change is likely to be made in 
the part when the fixture may be rendered obsolete. On these 
points he will find it helpful to confer with the cost accountant. 


Service to Operators 

Another important aspect which the time-study man must 
examine is the service which other units provide and which 
materially affect the output of the operator under study. Inefficient 
service to a machine is perhaps one of the most fruitful causes 
of irritation and friction, because delay means loss of money to 
the operator and to the industry. There must be regularity of 
supply of parts and they should be placed in such a position as 
will reduce the effort and movement of the operator to a minimum. 
If the operator does not “set-up” his own machine (and frequently 
he does not) the work of the setter-up should be so planned as to 
ensure that there is no hold-up on any machine with consequent 
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idleness of the operator. In cases where inspection of the first 

rt “off” is required, the foreman of the shop should see that an 
inspector is at hand to make the requisite check and examination. 
However, despite the best-laid plans, adverse factors, beyond the 
control of the operator, will intervene and the time-study man 
must decide what time allowances should be made to protect the 
workman against loss if a piecework or bonus plan is in operation. 


Equipment for Time Study 

It is very important that the equipment of the time-study 
man should be of a kind which will permit of him concentrating 
his full attention on the operator without distraction. I have seen 
some time-study equipments which strongly suggested that the 
time-study man himself was in need of study to eliminate his 
waste motions and excess effort. For ordinary purposes the 
equipment will comprise a board, a time-study form and a watch. 
The three should be so assembled as to be comfortably held and 
operated and to allow the observer to move freely without fear 
of dropping or disarranging any of his equipment. 








Figure 1. 
Time Study Board. 
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Observation Board (See Figure 1) 

These considerations can be met by having a board which is 
light and to which the watch can be fixed in a position to be 
worked by the left hand, leaving the right hand free to record the 
readings. The time-study forms should be firmly clamped to the 
board to prevent their moving. The watch is, of course, the most 
important part of the equipment. 


Stop Watch (See Figure 2) 

The watch which is depicted is graduated in hundredths of a 
minute on the main register and the lower hand can be stopped 
by pressing the lever on the north-west corner, the upper hand 
continuing meanwhile. This enables the observer to make the 
entry on his sheet without interrupting the watch. The lower 


Split Hand Decimal Stop Watch 


Stop “A”—When pressed, lower hand “C” is held wherever it is, while 
upper hand continues. A second press and it catches up upper 
hand “D.” 

Stop “B”—By successive presses of stop “B” both hands will start together, 
stop and return to zero. 
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small register is graduated in seconds and the upper small register 
jn minutes. The reason for using a decimal watch will become 


apparent later. 


Observation 

All operations require a number of motions in their performance 
and the degree of skill necessary will usually provide an indication 
of the number of elements involved. It is the job of the observer 
to divide the job into its elements and the extent of the subdivision 
will depend upon the nature of the job itself, and upon the ability 
of the observer to observe and record the times. Obviously, the 
shorter the element, the greater is the degree of accuracy required 
in the time-study man. Therefore, the breakdown of the job must 
be conditioned by the skill of the observer. 


Time-Study Form 

The form which we use is adapted from one which will be found 
in Time and Motion Study and Formulas for Wage Incentives, by 
Lowry, Maynard and Stegemerten (McGraw-Hill Book Co. Inc., 
New York). We have been using it for about two years and we 
have found it to do all the authors claim for it. 


Recording Readings 

The easiest method of reading for the observer is the one 
whereby the watch is allowed to run continuously from the begin- 
ning of the observation until the end. The reading at the end of 


each element is recorded and the elapsed time is ascertained by 
subtracting the first from the second and the second from the 
third reading, and so on. This saves the observer from worrying 
about elapsed times during the observation and permits him to 
concentrate on the more important work of recording the readings 
at the end of each element. Later, the necessary arithmetic is done 
by the clerical staff in the office. 


Fixing the Standard 

The observation having been completed the next step is to 
determine the standard time and this should represent the time 
required by an operator of average skill and training under average 
conditions. This determination is perhaps the most difficult part 
of the time-study man’s job, but a skilled observer who knows 
the work can readily assess the amount of skill and effort applied 
by the operator and gauge the conditions under which the 
operations were performed. There are several methods for estab- 
lishing correct standard times from the data recorded in the study 
sheet, from straight average, after elimination of foreign elements 
and other abnormalities, to the levelling method. The difficulty 
arises from the fact that the studies cannot always be made of the 
operations of the average man working under average conditions. 
It is conceivable that the average man does not, in fact, exist in 
person and that there is no specific condition which is average. 
It becomes necessary, therefore, to apply some factor or series of 
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factors to ascertained times to adjust them to average performance 
under average conditions. 


Levelling Factor 

As I have said, there are many methods for determining what 
is reasonable for a worker of average skill and capacity under 
average conditions; but perhaps the best is that which provides a 
factor which is a composite figure derived from the application 
of four other factors to the recorded times. These factors are 
established for the four variables—Skill, Effort, Conditions and 
Consistency—and immediately on completion of the observation, 
while all impressions are firm in his mind, the time-study man 
makes his assessments and casts up the composite levelling factor. 
This, when applied to the arithmetical average of the recorded 
times, gives the net standard time. 


Allowances 

It is inevitable that, throughout the course of the day, the 
operator will lose some time from one cause or another and it is 
advisable to set up standard time allowances to cover these losses, 
They arise from numerous causes and are inescapable under any 
conditions. 


Incentives 

The allowance time is added to the net standard time and, if an 
incentive plan is in operation, a further addition is made to provide 
the bonus. 

I cannot attempt to-night to discuss the very numerous wage 
payment plans which have been evolved, but there is a large 
quantity of literature on the subject and anybody sufficiently 
interested will find useful reading in Wage Payment Plans that 
Reduced Production Costs, by Hugo Diemer (McGraw-Hill 
Publishing Company), which describes some of the best-known 
methods and which gives examples of the installation and opera- 
tion of incentive plans in American industry. This book is very 
useful as an index of the literature on incentive plans, and the 
fundamental principles upon which they are established are out- 
lined. It does not attempt to give more than an outline and the 
reader will find it necessary to read the authorities whom Diemer 
quotes. 


Making the Contract 

When the study has been completed and the allowed time 
determined, the motion-study man shows the observation sheet 
to the operator, who is given an opportunity to study it. He then 
signs it, after which it goes to the Production Engineer or the 
Factory Superintendent for signing by one of those officers and 
the contract is complete. The allowed time thus established is 
never altered unless there is some change in the method, the 
equipment or the material, which, bona fide, alters the constituent 
elements of the operation. This point is important in that the 
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making of the contract, and its strict observance while the con- 
ditions under which it was established remain the same, engenders 
confidence in the incentive plan and removes much of the suspicion 
with which organised labour has viewed piecework schemes. If 
there is confidence in the ability of the time-study man, there 
should surely be no reluctance to make a contract with the 
operator and, as a matter of good faith, no alteration should be 
made unless the conditions are changed. In order that the 
operators may be able to check their earnings it is good practice to 
supply them with an account of their production and details of 
its piecework value on or before pay-day. This practice is par- 
ticularly desirable when the operators work on a number of 
different operations during the course of the week, when it is 
difficult for them to keep a tally of the output and remember the 
allowed times for each job. 

It has been my experience that, given accuracy in timekeeping, 
there are remarkably few questions arising from the piecework 
pay. Undoubtedly this general acceptance of the pay make-up is 
the outcome of the complete confidence which the men have in 
the employer’s good faith in the observance of the contract. 


Cost Control Direct Labour 

It will be obvious that, if there is a standard time for every 
operation and that the pay is computed on the basis of standard 
time earned, it is not very difficult to ascertain the operations and 
parts where performance has fallen short of the standard. When 
the pay-roll is compiled the operator’s wages are calculated by 
multiplying the piecework hours earned by the award rate per 
hour. If the sum of the operator’s earnings, so calculated, is more 
than his pay would have been at award rates, the siandard time 
has been achieved. The standard costs are determined by multiply- 
ing the standard time for the operation by the standard wage rate 
for the particular class of labour. Thus if the standard time is 
achieved the standard cost equals the actual cost provided there 
is no difference between the actual award rate per hour and the 
pre-determined standard rate per hour, which has been used for 
compilation of the standard labour costs. On the other hand, if 
the hours earned at the allowed times multiplied by the award 
tate yields less than the actual time worked multiplied by the 
award rate, the operator’s earnings under the incentive plan have 
to be augmented by the difference because the industrial award 
prescribes minimum rates of pay for each classification of labour. 


Labour Variances 

It will be seen, therefore, that there can be two types of variances 
from standard cost from these two factors. One arising from a 
difference between the pre-determined standard wage rate and the 
other arising from failure to perform the operations in the 
standard times. These variances are taken to separate accounts 
in the control ledger. The standard wage rate is arrived at by 
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making the best estimation possible from a study of the trends 
in the cost of living indices which the industrial courts use and 
from a consideration of any other probabilities which are expected 
to arise during the period for which the standard is set. This 
estimation is not always as difficult as might appear and doubtless 
many of you know this from your own experience. Any loss or 
gain balance at the end of the financial year is for Production A/c. 
The other variance, from failure to earn premium, is usually 
due to the employment of green operators or to machine break- 
down, waiting for material or the like. These differences are 
classified on the basis of cause and the department responsible is 
notified, as is also the Factory Superintendent. These costs, from 
whichever of these causes they may arise, are treated in the 
accounts as oncost, in which standard provisions have been made 
to meet them. It will occur to you that failure to attain standard 
time on the operations and, conversely, the amount of the piece- 
work premium earned, will have an influence on the incidence of 
fixed and semi-fixed expenses; but the method of accounting for 
and controlling variances of this nature is outside the scope of 
our discussion to-night. 


Other Labour Variances 


There are, however, other types of labour variances which have 
to be accounted for and examined. Under a complete system of 
standard costs there is a standard for everything and thus the 
specification of each of the products lays down the method by which 
each operation shall be performed, the machine on which it will 
be performed and the class of labour which will carry out the 
operation. The standard costs are based on these specifications 
and any departure from them means that there may be a labour 
cost variance. An examination is made daily of the time cards 
for every operator and these are compared with the standard 
labour specification and the variances listed as to causes and 
departments. One copy of the report is referred to the Production 
Engineer for examination and action, and the other is extended 
and entries made in the appropriate variance accounts. Here 
again standard allowances are made in the standard costs to take 
care of these expenses. This type of variance may also affect the 
incidence of overhead. 


Control of Direct Labour Force 

It is necessary to refer to the form of control imposed on the 
direct labour force of the operating departments. I have already 
mentioned that there is a standard specification for all elements 
of cost and thus the product specification lays down the standard 
time allowed for each class of labour in each department con- 
cerned in the production of the parts making up the product. It 
also lays down the elapsed time standard which is the net time 
before adding the allowance for incentive. Therefore, when a 
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production programme is launched on the factory, and the schedule 
has been worked out for the date of arrival at the assembly line 
of each component, it is possible to compute the numbers of each 
dass of labour which is required to do the work in each depart- 
ment or production centre. The movements of these parts through 
the operational cycle are recorded as they occur and the Produc- 
tion Control Department is in a position to know from day to day 
how many of each classification of direct labour there should be 
in each production centre. 


Time as Basic Factor 


Before going on to Indirect Labour Costs, I would like to stress 
the multitude of advantages which accrue from using time as the 
basic factor for the expression of labour cost standards. You 
are aware that practically all the literature on cost accounting 
which is worth while originates in the United States of America. 
If this is not wholly true, it is at least true to say that the best 
works written and published in the English language are American 
in origin; but because American industry has not, in the past, 
been subjected to industrial court control, as industry is in 
Australia, one of the principal problems in standard costing, which 
is met with in the Commonwealth, has had little attention by 
American costing authorities. Until quite recently wage rates in 
any given factory in the United States were unaltered for long 
periods of time, and if the rate for an operation were fixed at a 
dollar a hundred pieces, it would usually remain at a dollar until 
some substantial change in conditions affecting the operation took 
place. In Australia there is no such stability. Here the wage 
rates are subject to alteration on a quarterly index of the cost of 
living and consequently rates can be altered four times in a year. 
Moreover, frequent applications to the court by one or another 
union or by the employers result in alterations in margins and 
special rates and every so often one or the other party asks for 
a review of the basic wage, which, if granted, alters all rates of 
pay for those bound by the award. During the financial year 
1938-39 four different basic rates have been in force—77/-, 78/-, 
79/- and 81/-. Last financial year there were also the prosperity 
bonuses—two of 3/- each, as well as the alterations caused by 
movements of the index number. In factories where numerous 
classes of labour are employed and there are many operations, 
this instability of wage rates creates a very serious problem if 
the cost accountant builds his control structure on the basis of 
money. If, however, he uses time as the main medium through 
which to build standards and create controls for labour costs his 
problem is simplified tremendously. A piecework plan is not a 
condition precedent to the determination of standard operational 
times and I have already pointed out that if the piecework rates 
are expressed in terms of money the difficulty still remains. It is 
by no means impossible to establish standard times for operations 
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if no incentive plan exists, and the benefits which can be derived 
from the use of time as the fundamental factor are manifold. 

It has been shown that it provides the basis for the mechanism 
for determining labour costs and for production control. It is also 
the best basis for converting a sales budget to a production budget, 
for calculating the incidence of fixed overhead on varying volumes 
of production load, for determining a “normal” and for altering 
standards for labour and overhead in the terminal costs. 
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Control of Indirect Labour 

Figure 3 shows a complete analysis of the pay-roll for a produc- 
tion centre or department, and it will be observed that the items 
are classified in three main sections: firstly, “Terminal Accounts” ; 
secondly, “Services to other Departments and Accounts”; and 
thirdly, “Shop Charges.” The first two columns are headed 
“Standard” and the second two have the date upon which the 
week ended at the top of them. The first show the standard time 
for the budgeted production and the standard cost, the second 
show the elapsed time and the actual cost for the week. 

It will be seen that the principle of using time as the yard-stick 
of performance against standard is applied to indirect labour 
control as well as to direct for most of the items in the analysis 
are for indirect expense in one form or another. The first group 
comprises all that type of expenditure which falls within the 
definition of direct labour or it belongs to a class which goes to a 
terminal account in accounting structure. This class of wages 
expenditure does not ramify through the overhead distribution. 
It is burdened with its due quantum of overhead at the standard 
rate and passed into the accounts indicated by the items. 

The second group comprises wages expenditure on services 
performed for other departments or for overhead expense accounts 
which are not chargeable primarily, or at all, to the Shop A/c in 
which the wages were paid. For example, the expenditure shown 
against Plant Maintenance may have been incurred against a job 
order from the Maintenance Dept. through the Plant Engineer. 
After the addition of overhead at the standard rate this expendi- 
ture will be credited out of the Shop Control A/c and is debited 
to the Plant Maintenance A/c for later distribution to the Shop 
A/c for which the expenditure was incurred. The position is the 
same with regard to Tool Maintenance. 

The third group comprises wage expenditure, which is charge- 
able to the overhead of the shop itself. This analysis reconciles 
with the pay-roll for the department and is made every week for 
each department. The Standards are altered with such frequency 
as is necessitated by the change in volume of the load. 

Some of the items in the Shop Charge group need explanation. 
“Overtime Allowance” means premium time and premium cost. 
The cost of overtime at normal day rates is charged to the account 
or item for which the overtime was worked. 

“Made-up Wages” is the difference between award rates and 
piecework rates for operators who failed to make wages under 
the piecework plan. 

Pattern and Template Attendance.—This is a service to piece- 
workers, the work being done by day-work labourers, whose job 
it is to get the requisite equipment from the Template Room, etc., 
and give it to the operators. 

Process Handling.—This is the wages expenditure within the 
department for moving semi-processed materials between one 
a and another within the department. It is done by day 
workers. 
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Holiday and Sick Pay is charged as indirect when it is paid to 
certain employees, such as foremen and sub-foremen. 

Rectification Work.—This represents the cost of making good 
defects due to faulty work in the department itself. The expense 
is, therefore, chargeable against the Shop A/c in contradistinction 
to a similar item appearing in the Services to Other Departments 
and A/cs group. In the latter case the expense of rectification is 
chargeable to some other Shop A/c where the fault arose. 

Supervision takes care of the foreman’s and sub-foreman’s wages, 

Clerical Work takes care of the departmental clerk’s time and 
wages in shops which have a shop clerk. 

General Shop Work covers the labour cost of oiling and greas- 
ing, lighting forges and furnaces before morning start and other 
miscellaneous functions. 

Sweeping Floors is another housekeeping item. 

Allocation of Wages shows the amounts paid for day work 
and for piecework, while “Time Worked” shows the hours worked 
day work and the hours worked under the piecework plan. 

The number of effective persons is arrived at by dividing the 
total man hours worked for the week by the standard hours per 
week. 

It should be made clear that the standards are not inflexible; 
they are in fact altered when any change in conditions warrants 
an alteration. The most important consideration to watch is the 
reaction of the shop charge items to an increase or decrease in the 
volume of production load on the shop. As experience of this 
type of control is gained, it becomes possible to determine what 
indirect hours and expense are necessary for the efficient operation 
of the shop under different loads, and standards are established 
in the light of that experience for the varying level. 

This analysis is examined by the shop foreman each week, and 
any abnormalities or lag in reducing indirect are brought to his 
notice. It is my experience that the shop foremen take a very live 
interest in the figures, which in turn enable them to make a 
valuable contribution to the control of labour costs. 





The Future of the Australian Population 
(Being resumé of a Lecture delivered by Dr. R. B. Madgwick, 
M.EC., D.PHIL., (Oxon), (Lecturer in Economic History in the 
University of Sydney) at the Conference Room of the Commor- 
wealth Institute of Accountants, Sydney, on May 23, 1939. 

Australia is said to need a larger population for two reasons, 


Van: (1) Defence ; 
(2) Economic progress. 

The defence argument is given great prominence at present, 
although it is doubtful whether the implications of building up 
population big enough to defend itself are realised. How big 
would our population need to be? Would such a population bk 
possible or economically desirable? 

I propose to say very little concerning the defence argument. 
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If, however, Australia is to defend herself adequately, a larger 
population would be better able to bear the expense of armaments, 
etc. It would certainly be better for defence purposes if we had 
a larger population, but if a national emergency arose suddenly, 
it would be impossible to increase our population immediately. 
For adequate defence to meet any future emergency, a steadily 
increasing population is most desirable. On the economic side, 
a large population of itself is not necessarily desirable; although 
there is a great deal to be said for a population which is gradually, 
but continuously, increasing. 

If any country produces under conditions of decreasing cost, 
further additions to the population and further capital investment 
should produce a greater national income, not only in the aggre- 
gate, but per head. 

There is a presumpton that an increasing population in Australia 
would permit increasing productivity and greater diversity of 
production, leading to a greater national income per head. 

National income is the total amount to be divided annually 
amongst the inhabitants of a country. The greater the national 
production, the greater the national income. 

The importance of natural and artificial resources on production 
is obvious. The effect of population upon the national income 
will depend upon two factors: 

(1) The number of people; and 
(2) Their quality. 

There is no merit in a large population in itself; and the 
advantage of an increasing population would depend upon the 
proportion of population in the working-age groups. The greater 
the number of people engaged in production, the greater should 
be the national income. There is a fair presumption that, if we 
had a larger population, we would be better off, but, in this 
connection, it is advisable to examine the avenues in which any 
additional population could be placed, e.g.: 

(1) Primary industry; 
(2) Secondary industry; 
(3) Tertiary industry. 

In the case of our primary industries, we could produce more 
in Australia if we could find adequate markets for our products. 
At present, however, it would appear that any additional 
production in agriculture would result in lower returns. The 
prices ruling to-day are not sufficiently favourable to attract 
people to produce wheat, etc., and for that reason, closer settle- 
ment schemes, under existing market conditions, are unlikely to 
prove successful. 

In regard to our secondary industries, there appears to be 
ample scope for extension; although the Governments have not 
attempted to survey Australian resources, and consequently we 
do not know the extent of our markets for secondary industries. 
An opportunity existed for the establishment in Australia of 
industries hitherto carried on in Czecho-Slovakia. Apart from the 
big industries, there are mat.y ways in which secondary industry 
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can be extended in Australia. With our tertiary industries, 
Australia can extend almost indefinitely. 

A larger population would make possible an increase in 
productivity, leading, in the long run, to a greater national income, 
If we do extend, our standard of living will rise; if we do not 
extend, our standard of living will fall. 

We pride ourselves in Australia on our high standard of living, 
If we do not have an increasing population, our standard of living 
will be lost. 

The countries of Europe are following the policy of self- 
sufficiency; people are unwilling to take our exports. We must 
therefore develop our secondary and tertiary industries, and 
thereby provide our own markets for our primary products. 

The extension of these secondary and tertiary industries, 
however, depends upon an increasing population. There is a 
presumption that Australia can expand if she has an increasing 
population. The view that a larger population will increase 
productivity may need to be modified if the larger population is 
not of good economic quality. 

But it must be remembered that a population which increases 
by the excess of a low birth rate over a lower death rate will 
have the greatest proportion of its people in the working-age 
groups. Whereas a population which is stationary or declining 
will have too great a proportion of its people in the higher age 
groups. 

Furthermore, a growing population is more adaptable and more 
resilient than one which is stationary or declining, and the 
development of Australia would seem to demand a population 
with these characteristics. 

In the event of any emergency, it is sometimes necessary to 
transfer employees from one industry to another. We are still 
likely to meet serious depressions in Australia, and if our 
population is to meet the demands of such changing conditions, 
it must consist largely of people in the working-age groups, who 
are more readily adaptable to changes in occupations. 

It is desirable that the bulk of the population should be between 
15 and 65 years of age. A population with large numbers below 
15 and over 65 will have fewer workers than a population of 
between 15 and 65 years of age. 

The ideal method of increasing the population is by having 4 
higher birth rate than death rate, and it is essential that the 
increase should be both gradual and continuous. 

On the other hand, a higher death rate than birth rate means 
a declining population, which, obviously, will consist of older 
people. 

Our standard of living would decline if our population contained 
an undue proportion of those ages. The production of various 
commodities will vary according to the composition of the popult 
tion. With a declining population, more bath chairs and les 
perambulators will be required. If the proportion of workers 
is growing smaller, the country will have to provide more for 
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social services in proportion to the national income. The changes 
may take place gradually, and industry will adapt itself to them. 
Adaptability of population to changing conditions is most 
important. In short, a gradually increasing population in 
Australia should, with our resources, enjoy an increasing standard 
of living. If, on the other hand, our population does not increase 
gradually, but continuously, there may not be enough people to 
attain maximum productivity, and, in any case, far too great a 
proportion of the population will be dependents. 

One calculation, based on the number of babies born during the 
years 1932-1934, and without allowing for immigration, shows 
that the Australian population would gradually increase until 
1963, and then decline, the population at the undermentioned 
dates being as follows: 

i Serer a as 
EE ee ae ae 
Se eT ers ei 
Grd aacad 66 a ek, 9S, 66.:0e oe. «ee 
a lll 

If we assume a greater number of births than those of the 
period 1932-1934, we will find the same tendency, only that the 
decline commences later. 

If we assume an immigration rate of 40,000 per annum, we 
will still have a similar tendency, although the maximum is reached 
later. 

There is already a tendency towards a decline in the population 
under 15 years of age, and an increase in the population of over 
65 years of age. It is estimated that in 2003, there will be two 
and a half times as many people over 65 as there were in 1938. 

During the last couple of years, the birth rate has risen, but 
the increase consists mainly of first births. There is no indication 
that people are going to have larger families than before. The 
rise in the birth rate during the last few years is partly due to 
the large increase in marriages which immediately followed the 
economic recovery. What Australia needs, is an increase in the 
number of children per family ; there are too many families of only 
one child. 

An increase in the birth rate is not necessarily significant; the 
figures must be analysed in order to ascertain the tendency which 
they denote. The position in Australia is less satisfactory than 
it was a few years back. At present the outlook is very gloomy. 
Everything seems to indicate (a) that our population is going to 
increase at a slower rate for some time; and (b) that it will 
begin to decline before the end of this century. The results of 
these tendencies will be a gradual decline in the Australian 
standard of living and even greater vulnerability than at present 
to overseas economic influences. Whether present trends will 
be reversed will depend ultimately upon the birth rate, although 
immigration would seem to be desirable also to help counteract 
present tendencies, and to help tide us over the period until the 
birth rate rises. 


D 
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The Doctrine of Relation Back 
A CONSIDERATION OF DocKER’s CASE 
By Norman S. Youns, A.1.C.A. 


For the first time since the Federal Bankruptcy Act came into 
force, the full implications of the doctrine of relation back have 
been laid bare by a pronouncement of the Court. 

This doctrine, which has been the plaything of examiners in 
bankruptcy for a considerable period, has received scant attention 
in the practical administration of estates, notwithstanding the 
fact that it provides trustees with a most effective means of enlarg- 
ing the fund available for the payment of the claims of the general 
body of unsecured creditors. 

One of the leading principles of bankruptcy legislation is that 
there shall be an equality of sacrifice amongst the creditors who 
have suffered by the debtor’s default. Various provisions have 
been made in the law with the object of enforcing this principle 
and it is well known that transactions, whereby one creditor gets 
an advantage over the general body of creditors, within certain 
statutory prescribed periods preceding the bankruptcy petition, can, 
in certain circumstances, be set aside by the trustee. The nature of 
such transactions and the conditions governing their avoidance are 
more particularly dealt with in Ss. 92 and 93 (executions), 4 
(settlements), and 95 (undue preferences) of the Act. 

The sections above referred to, however, aim at avoiding specific 
transactions which have taken place under conditions which the 
law prescribes as fatal to the retention by the creditor of whatever 
benefit he has derived under the transaction. If the trustee cannot 
bring the transaction within the scope of the sections referred to, 
then he cannot succeed in avoiding it. 

Unlike Ss. 92, 93, 94 and 95 which are aimed at particular 
transactions, S. 90 which contains the doctrine of relation back is 
directed at fixing the date from which the trustee’s title is to be 
regarded as superior to that of the bankrupt. And the section, 
therefore, has a much wider application. 

Shortly stated, S. 90 provides that the bankruptcy is deemed 
to have relation back to and to commence at the time of the first 
of the acts of bankruptcy proved to have been committed by the 
bankrupt within a period of six months next preceding the date 
of the presentation of the bankruptcy petition. From this it 
follows that the bankruptcy commences not on the date of the 
petition or on the date of the sequestration order, but on some 
anterior date which will vary with each bankruptcy. As an act 
of bankruptcy is good for six months, it is possible for the 
bankruptcy to commence six months prior to the actual date on 
which the creditor’s petition is lodged at the Court. 
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In the interval between the date of the commission of the first 
act of bankruptcy within six months preceding the date of the 
petition and the actual petition itself, the bankrupt will no doubt 
have entered into a wide variety of business dealings and trans- 
actions, particularly if he is carrying on a business. 

Left without qualifications, S. 90 would give the trustee authority 
to disregard all dealings entered into by the bankrupt during this 
period on the ground that as from the date on which the act of 
bankruptcy was committed the bankrupt was no longer the owner 
of his assets and free to deal with them as he wished. From that 
date, the trustee’s title operated and, therefore, what the bankrupt 
did was no concern of his. 

Probably the best known and most satisfactory description of the 
bankruptcy doctrine of relation back is that supplied by Fletcher 
Moulton L.J., in Ponsford Baker & Co. v. Union of London and 
Smith’s Bank Ltd. (1906) 2 Ch. 444 at p. 452, when he is thus 


reported : 


Nothing is more firmly established in bankruptcy law than that a man 
who has committed an act of bankruptcy is not entitled to deal with his 
estate. He has no right to gather it in, if it is not already in his hands, 
or to make payments to his creditors out of that which he has actually 
at his command. He can give no good discharge to a debtor who pays him 
with notice of an act of bankruptcy because the debt may by subsequent 
bankruptcy proceedings be turned into a debt due to the trustee and not to 
himself. This is a principal and fundamental part of our bankruptcy 
administration. . . . Until commission of the act of bankruptcy he was 
of course the beneficial owner of whatever assets he possessed, but by the 
act of bankruptcy his title to be regarded as such beneficial owner is no 
longer absolute, but is contingent on no bankruptcy petition being presented 
within three months (six months in Australia) of the date of the act of 
bankruptcy which leads to a receiving order being made. If such receiving 
order be made, the whole of the assets vest in his trustee as from the date 
of the act of bankruptcy. He is therefore in the position that should such 
acontingency occur he is from the date of the act of bankruptcy something 
less than a mere trustee of his assets for the creditors in his bankruptcy. 
Until this state of suspense has been removed either by a receiving order 
or by lapse of time he has no right to deal with these assets that were in 
his hands, and can give no title in them to any transferee with notice. 
Similarly with regard to the debts and other choses in action which form 
part of his estate he cannot collect them and give a valid discharge for them, 
and anyone making a payment to him with notice of the act of bankruptcy 
does so at his peril. 


If S. 90 were left without qualification, it would follow that all 
property with which the bankrupt has parted between the date on 
which the first act of bankruptcy was committed, would vest in 
the trustee, and the person receiving such property would get no 
title to it and could not hold it against the trustee. So also where 
a person indebted to the bankrupt had settled with him during this 
period, he could be made to pay the debt again to the trustee. 

The effect of the relation back of the trustee’s title, during the 
period set forth in S. 90 is neutralised, however, where the trans- 
action has been entered into (a) without notice of any available act 
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of bankruptcy having been committed by the debtor; (b) without 
notice of the presentation of the petition; (c) where the transaction 
is in good faith and in the ordinary course of business (S. 96). 

Protection is also given to persons who discharge an obligation, 
owing by them to the debtor, provided they do so before the 
actual date on which the sequestration order is made and without 
notice of the presentation of the petition and provided that they 
can further show that the transaction was in the ordinary course oj 
business and otherwise bona fide (S. 96A). Persons who make 
title in good faith and for valuable consideration to or under a 
creditor of the bankrupt are also protected (S. 96B). Bankers 
paying money or delivering securities or negotiable instruments 
to or by the order or direction of a debtor are protected, provided 
they act in good faith and without negligence (S. 97). 

The combined effect of the sections just referred to cuts away 
from the trustee the right to impeach transactions simply because 
his title relates back to the period when these transactions occurred. 
It is to be noted, however, that the exemptions are strictly qualified 
and that as a rule good faith and the absence of knowledge of 
bankruptcy proceedings, either pending or in process, must be 
shown by the creditor or persons claiming protection. 

The lesson to be learnt from Docker’s case, which is reported 
in 10 A.B.C., p. 198, is that a creditor who, after knowing that a 
debtor has committed an act of bankruptcy, continues to deal with 
him, exposes himself to the almost inevitable consequence that, by 
virtue of the doctrine of relation back, the trustee will be able 
to set aside all dealings, subsequent to the act of bankruptcy, 
notwithstanding that they do not result in any preference being 
obtained by the creditor. 

Docker was a sharebroker in Sydney, whose estate was seque- 
strated in consequence of the failure of a gigantic gamble on the 
Stock Exchange, during the recent gold boom. 

He was financed by a bank in two ways; firstly on ordinary 
overdraft with a limit of £7,000 covered by the deposit of specific 
securities, and secondly, on what was to be a temporary overdraft 
to provide funds to finance share transactions on behalf of clients, 
this overdraft to be secured by the deposit of scrip, having a market 
value at least twenty-five per cent. greater than the amount oi 
the overdraft at any given time. 

The original basis of financing was not adhered to and, in due 
course, the bank found that Docker’s overdraft had risen to over 
£43,000 and that the scrip held as security had fallen and was 
falling further in value on a depressed market, so that the bank 
had become, in part at least, an unsecured creditor. 

On discovering the position, the bank maintained a constant 
pressure on Docker to straighten out his affairs and inevitably 
became aware of his weak financial position and the fact that he 
had other creditors. Finally, all doubt as to Docker’s true financial 
position was dispelled when the bank obtained a report from 
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frm of investigating accountants, appointed by the bank to examine 
and report on Docker’s affairs. This report showed Docker to be 
insolvent with a deficiency of at least £10,000. 

With the knowledge of Docker’s position, the bank continued 
to press for reductions and did, in fact, obtain various sums and 
certain securities. 

The report of the investigating accountants was received by the 
bank exactly four months before the date of the presentation 
of the petition on which Docker’s estate was sequestrated and, 
just at that time, the bank received the first of a series of payments 
from Docker in reduction of its debt, under such circumstances 
that the payment amounted to an undue preference under S. 95 
of the Act. 

An undue preference is an act of bankruptcy and it was, there- 
fore, impossible for the bank to set up that in subsequent dealings 
with Docker it did not have knowledge that he had committed 
an act of bankruptcy. 

Following on the report from the accountants, the bank made an 
alteration in Docker’s banking arrangements, leaving one account 
in debit, using another account to record collections of Docker’s 
book debts (the bank did not have a charge on these book debts 
but hoped to get them collected and made available in reduction 
of the overdraft), and using a further account for legitimate 
broking transactions which Docker then carried on. The third 
account was virtually Docker’s current business account and 
although it does not appear in the evidence, presumably this account 
was not permitted to get into debit. 

It is to be observed that this new account was opened after the 
bank had knowledge that Docker had committed an act of 
bankruptcy. 

Until the presentation of the petition, the bank pursued a course 
of getting in as much as it could from Docker’s debtors to reduce 
the overdraft and, at the same time, permitted him to carry on 
business under strict supervision, no doubt in the hope that he 
might earn profits which would assist in reviving his lost fortunes. 
Cheques for current expenses were drawn on the new account 
and current business receipts were lodged to the credit of this 
account. 

During the four months between the opening of this account 
and the presentation of the petition, Docker paid in credits to the 
new account, totalling £226,192, against which the bank had per- 
mitted him to draw for his business outgoings, which presumably 
would be substantially the same amount. 

Applying the doctrine of relation back, Lukin J. held that all 
moneys deposited by the bankrupt, to the credit of the new 
account, had to be refunded to the trustee as such moneys were 
impressed with the trustee’s superior title and the bank should 
have known this, because the bank knew that Docker had com- 
mitted an act of bankruptcy four months previously. His Honour 
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held further that the bank was entitled to prove as a creditor for 
the amount which it had to refund although he stated that under 
the English law, even this right would have been denied it. 

The practical effect of the decision in Docker’s case is so far 
reaching that it is apparent that immediate consideration should 
be given to the question of whether it is desirable to retain S. 9 
in the Act in its present form. 

The doctrine of relation back was established as a principle of 
bankruptcy legislation at a,time when business conditions were 
vastly different from those existing to-day. It is submitted that 
just as custom has displaced the effectiveness of the reputed 
ownership provisions of the law, so also should custom sanction the 
repeal of the doctrine of relation back on the ground that the 
doctrine is not an appropriate one under present business con- 
ditions. 

Credit to-day is given freely by the majority of commercial 
undertakings and the risk of loss through a debtor’s default is 
accepted as one of the normal incidents of carrying on business. 

If the doctrine of relation back is to be strictly enforced it will 
have a very restrictive effect in business and whereas at present 
creditors are inclined to assist a debtor who is up against it to try 
to retrieve his position this assistance of necessity will be with- 
drawn if it is going to involve the creditor in further loss through 
dealing with a man who has committed an act of bankruptcy. 

Frequently a debtor whose account is overdue will go into 
his merchant creditor and explain his financial position and the 
reasons why the account has not been paid. This candour on the 
debtor’s part is encouraged by merchants. 

If the debtor makes an arrangement to pay something on 
account, on the understanding that the merchant will continue to 
supply him with goods, the merchant will be definitely running 
the risk that these subsequent dealings will be set aside and that 
he will be required to refund to the trustee all amounts received 
from the debtor for goods purchased. The payment in reduction 
of the old account would be an undue preference and therefore an 
act of bankruptcy and theoretically a warning to the creditor that 
he should have no further dealings with the debtor for six months 
at least. 

Under the Bankruptcy Act provision exists whereby executions, 
undue preference and settlements can be set aside by the trustee 
in certain circumstances. It is submitted that no greater right of 
investigating antecedent transactions is justified. 
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Pre-Calculated Payrolls 
By A. MorFatt, A.F.I.A., A.A.LS. 





Reasons for Pre-calculating 


The preparation of a payroll is one of, if not the most, routine 
disturbing factors of a business. Recurring weekly and of such 
importance that delay spells disaster, any succinct method of 
speeding-up or short-cutting the preparation is eagerly sought by 
most concerns. 

In some organisations an examination of the payrolls over a 
period reveals a constancy of individual employee’s weekly earn- 
ings and the fact that there are few variations from the actual 
payable standard rate. Outside of the periodical rate adjustment 
caused by a basic wage variation in those industries covered by 
an Award, the other elements of variance, such as absence, late- 
ness or holidays, represent a small percentage when compared 
with the number of full-time periods worked. Salary payrolls, in 
particular, are to a great extent free from adjustment due to the 
practice of most businesses of paying this class of employee for 
absence, lateness and holidays. 

It is in organisations where there exists this constancy of payroll, 
either salary or factory, that pre-calculation can be used to 


advantage. 


Method 1—Salary Payroll 


The payroll sheet, with columns added or deleted to suit local 
requirements, is set up as follows: 





Salary Adjustment 


Account 
Class 





Stamps £ | s. . Stamps £ s. 





. Hilldales, A. | 9B — 22 
2. Graton, E. | 3c §/- 4/12 3/- 





. Hamma, M. 4D 2/- 1 

















| 





Nos. 1 and 3 are free from adjustment so that no alteration 
is necessary in this pre-printed information. No. 2 is an adjusted 
salary made by striking out the pre-printed amount, calculating 
and recording the revised amount in the adjustment column. 
When the sheets are being added to arrive at the “Bank,” i.e., the 
totals required for each denomination and to give the overall 
total, the adjusted figures are automatically used. Where there 
are numerous deductions to be made the system and form as 
described under Method 2, Factory Payrolls, may be adapted 
to meet the requirements. 
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Method 2—Factory Payrolls 


1. Where the employee’s rate of pay neither alters to any 
extent nor is subject to deductions other than tax stamps, the 
method described under Salaries can be applied. The additional 
information required on the form is three further columns, two 
for the hours worked and headed “Standard” and “Adjusted” 
respectively, the third with the heading “Hourly Rate.” The 
column for hours is required for costing purposes, that of the 
hourly rate as a means of calculating the variance where hours 
are different from the pre-calculated standard. 

Hours shown under the “standard” column are pre-printed 
and represent the normal working week in terms of hours. Those 
under the “adjusted” column are the hours actually worked and 
a departure from the normal. With the hourly rate on the payroll 
it is then necessary to extend the “adjusted” hours and transfer 
to the applicable extension column. The payroll ruling is: 





Extension 





Hourly 
Rate Standard Adjusted 


| 
Stamps s. 








Stamps 





Daham, M.| 48 1/6 | ¥- 4/- 


Emmat, A.| 48 1/6 | 4/- 





d. 
Grayhill, E; 48 1/6 4/- 9 
Q 
0 


























| 





By taking the weekly clock cards or time books and checking 
them with the prepared payroll, the adjustment of hours can be 
made and the “standard” hours checked simultaneously. The 
adding and banking follows the same procedure as explained 
under Salaries. 

2. Not all payrolls are as simple as the two examples shown, 
but no matter how difficult the preparation, it is a fact that 
normally 80 per cent. of payroll extensions remain constant with 
the standard and so lend themselves to pre-calculating of the 
whole payroll. This being so, it is much easier to make 20 per 
cent. alterations than to extend and enter a complete payroll. 

Where there are deductions and additions (such as overtime) 
to be made on the wages sheet in such quantities as to nullify 
any advantage from taking the system to its conclusion, it is 
still possible to overcome most of the preparatory work. The 
bulk of payroll preparation is in transferring time from clock 
cards or time books and calculating the gross amount due. The 
deductions and allowances are subsidiary, and their mathematical 
calculation so simple that it is almost transcription. 

The payroll under this method is prepared only as far as the 
gross amount, all other entries to arrive at the net amount payable 
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are made after the gross amount has been calculated. As the 
hourly rate is shown on the payroll it is possible, when overtime 
or short time is worked, to transfer the hours and re-calculated 
amount to their respective “adjustment” columns. 


Here is the ruling: 





fo any 
Ds, the 
litional 
S, two 



























































































usted” 
The : 
Fac- Extension Deductions Net Amount 

of the tory Name Hourly 
hours § — ; 

iN Std Adj. Standard | Adjusted A B |Stamps £ s. d. 
e 1 | Grayhill, B.| 48 | — 1/6 3/12/;0 1/;0 3/- 3); 8/0 
rinted 2] Brone,C. | 46] 49] 1/6 | -#/2e/@| 3/13] 6 1/0] 3/- | 3) 9/6 
Those 3 | Smitham,E/ 48; — 1/6 3/12/;0 1/0 3/- 3; 8/0 
d and 





ayrol! 


The columns to “extension” become merely a work sheet on 
ansfer 


which the final figures are based. 

If certain deductions are of a permanent nature they could be 
printed on the payroll, for although not taken into consideration 
in the first calculations there is a saving in the weekly posting 
not being required and it reduces, too, the possibility of error in 
transcription. 













d 


BR. 
| 









Preparing the Pre-calculated Information 
A.—Addressograph 


Where the number of employees warrants an installation or 
where there are numerous changes of rates or departmental trans- 
fers, the preparing of the information on Addressograph plates is 
almost essential. The plate is stamped by a “Graphotype” to 
show the employee’s factory number, name, standard hours, 
hourly rate and standard extension. They are then_filed numeri- 
cally and, if required, departmentally. Where an employee is 
transferred, renumbered, or the rate altered, the plate is 
re-stamped with the corrected information. Where dismissal 
takes place the plate is withdrawn and retained for use in the 
event of re-engagement. When the payroll is required the plates 
are put into the Addressograph and the payroll printed. It is 
then ready for checking with the record which shows the actual 
time worked by the employees. 

The advantages of the system are: 

1. The payroll is always ready. 

2. During those periods when a full week is not payable to 
employees, it is still possible, by “blanking out” by means of a 
mask the “standard hours and extension” to produce a payroll 
showing the number, name and rate, so saving tedious typing or 
writing. 

3. Employees’ pay envelopes can be impressed with the name 
and number at least, and it may be possible, where alterations are 
few, to show every detail and so save the entering of amounts. A 
























202 THE AUSTRALIAN ACCOUNTANT OCT, 


“call-back” to payroll will reveal the alterations required and 
a check on the “standard” extensions. 

4. Where a receipt is required from the employee its prepara- 
tion follows the same lines as that of the envelopes. 

5. There are numerous other uses to which the plate may be 
put, depending entirely on the system of the organisation, for 
example, preparing Income Tax records, annual lists of employees, 
etc. 


B.—Dupblicating 

Where alterations of any kind are the exception rather than the 
rule, and a simple system is all that is required, it is possible to 
have the full information typed on a “master” duplicating sheet. 
By placing this master copy on the duplicating machine, up to 
fifty excellent copies can be produced. The retention and filing of 
the sheets is not entirely satisfactory. 

Another method is by preparing a stencil as used on certain 
types of reproducing machines. The stencil is retained and the 
payroll produced as required. Even if a complete change were 
required monthly, this method would more than offset the cost 
of a weekly preparation and calculation under usual methods. 
There is a saving on a minimum of two weeks which increases 
astoundingly as the period free from alteration lengthens. 

With only twenty or so men on the payroll, the “master” form 
can be used to advantage; with a stencil up to fifty names where 
there is a monthly change, but to several hundreds where there 
is little alteration. The addressograph, however, takes care of 
any number, irrespective of regularity of alterations. 


General 


The usual audit routine for checking rates and “dummying” 
applies. Care must be exercised to make sure that the names of 
those employees who are no longer in the company’s employ are 
promptly removed from or struck off the payroll. 

To make sure that this has been done it should be a strict rule 
of routine procedure to have the names on the payrolls “called 
over” with the clock cards, time books or other evidences of 
employment. It is obvious that such an internal check should 
be performed by clerks who have not taken part in the preparation 
of the payrolls and, so far as possible, are not under the control 
of those who have. 

Alterations either by addition or modification can be made to 
the systems explained and it is possible to adapt any system at 
present being used in a particular organisation. 
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Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


Injury BY Motor VEHICLE TO PEDESTRIAN CAUSED BY 
NEGLIGENCE OF REPAIRER 


The owner of a motor lorry took the wheel of the lorry, the 
flange of which had come off, to a motor repairer, with instructions 
to re-assemble it. The repairer’s assistants re-assembled the 
wheel and replaced it on the lorry, and the lorry owner’s servant 
drove the lorry away. An hour or two later, the flange came 
off while the lorry was being driven on the highway by the 
lorry owner’s servant, and, bowling along the road, it mounted 
the pavement and hit a lady, injuring her. The lady sued the 
lorry owner. The English High Court held (i) that the owner, 
having entrusted the repair of the lorry to a competent repairer, 
he was not liable for either negligence or nuisance to a person 
who suffered injury upon the road by reason of the competent 
repairer having been negligent; (ii) the lorry owner, or the person 
who was going to take the vehicle on the road, was not under a 
duty to ascertain for himself, in so far as his capabilities allowed 
him to do so, whether the competent repairer had completely 
repaired the lorry, and (iii) the repairer was liable to the person 
who suffered injury on the road as a result of his negligence, 
as he was in the same position as that of the manufacturer of an 
article sold by a distributor in circumstances which prevented the 
distributor or ultimate purchaser or consumer from discovering by 
inspection any defect in the article. Stennett v. Hancock and 
Peters [1939] 2 All E.R. 578. 





IMPOSSIBILITY OF PERFORMANCE OF CONTRACT 


Where, from the nature of the contract, it appears that the 
parties must from the beginning have known that the contract 
could not be fulfilled unless, when the time for the fulfilment of 
the contract arrived, some particular specified thing or some 
particular state of affairs, existed or continued to exist, the contract 
will generally be construed as subject to an implied condition that 
the parties shall be excused from further performance in case, 
before breach, the contract becomes impossible from the perishing 
of the thing or non-existence of the state of affairs, without the 
default of either party. 

Thus, in the leading case on the subject, an agreement to let a 
music hall for four days was held to be terminated when the hall 
was burned down, Taylor v. Caldwell (1862) 3 B. & S. 826. 

Again, a lady agreed to play at a concert, but was prevented 
by dangerous illness, and it was decided, on the above principle, 
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that no action would lie against her for breach of contract, 
Robinson v. Davison [1871], I.R. 6 Ex. 269. 

The doctrine does not, however, apply when the parties have 
themselves provided for the contingency of performance becoming 
impossible, Elliott v. Crutchley [1904] 1 K.B. 565; affirmed 
[1906] A.C. 7. 

The following is a recent decision of the English Courts where 
the agreement, in effect, provided for the destruction of the 
premises by fire. 

The plaintiffs installed a telephone system on the premises 
of the defendants. The premises and installation were destroyed 
by fire during the term of the agreement, which provided that, 
in the event of loss by theft or fire, the defendants were to pay 
£15 in respect of each instrument. There was also a provision 
for the transfer of the installation to any other premises of the 
defendants, and, in the event of default by the defendants, they 
were to pay a sum based on the capitalisation of the rent to 
become due during the period of the agreement remaining unex- 
pired at the time of the default. Although after the fire the 
defendants removed to other premises, they did not at any time 
require the installation to be transferred to any other premises. 
Held, construing the agreement as a whole, there was no frustra- 
tion of it upon the destruction of the premises by fire, and the 
defendants were liable under the default clause for the capitalised 
sum. New System Private Telephones (London) Ltd. v. Edward 


Hughes & Co. [1939] 2 All E.R. 844. 





EMPLOYER AND EMPLOYEE 
PRESUMPTION OF YEARLY HIRING 


In the April, 1939, issue of the journal several recent decisions 
of the English Courts were cited. One of these was Vernon v. 
Findlay [1938] 4 All E.R. 311. The defendants, intending to 
promote a company, offered the plaintiff a position with the 
company when it should be formed. It was part of the arrange- 
ment that the plaintiff was to resign from his existing employ- 
ment. He duly resigned, and worked for the defendants for 
about three months. The plan to form the company fell through, 
and the plaintiff brought an action for breach of contract. Lewis J. 
held that the contract was a general hiring for a year and was 
one not to be performed within a year. As there was no memoran- 
dum in writing it was held that the contract was unenforceable 
by reason of S. 4 of the Statute of Frauds. The English Court of 
Appeal has reversed the decision of Lewis J. on the facts, holding 
that the contract was not a general hiring for a year, but was an 
agreement to procure an appointment for the plaintiff, and was 
one that could be performed within a year. The defence under 
the Statute of Frauds therefore failed. [1939] 2 All E.R. 716. 
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RETIREMENT OF DyrReEcTorS BY ROTATION 


An article of association of a company provided that at every 
ordinary general meeting one-third of the directors (other than 
the governing directors and managing director(s)) should retire 
from office. If their number was not a multiple of three, then 
the number nearest to, but not exceeding, one-third, should retire 
from office. In 1936, excluding the governing directors and 
managing director, there were only two ordinary directors. Held, 
that the article did not provide for the retirement of a director 
unless either there was a number which was one-third of the 
directors, or there was a number which was nearer to, but did not 
exceed, one-third. As neither of these conditions was fulfilled, 
the article did not provide for the circumstances of this case, and 
no director had to retire by rotation in 1936. Re Moseley & Sons, 
Ltd. [1939] 2 All E.R. 791. 

The above article with the words which caused the difficulty, 
viz—‘but not exceeding one-third” appears in Palmer’s Company 
Precedents 1938 Ed. at p. 688, but that edition, for the first time, 
adds the following proviso: “Provided always that if in any year 
the number of directors who are subject to retirement by rotation 
shall be two, one of such directors shall retire.” 

The phrase “not exceeding one-third” finds no place in Table A 
of the New South Wales Companies Act, 1936. Article 73 
provides that “at the first ordinary general meeting of the company 
the whole of the directors shall retire from office, and at the 
ordinary general meeting in every subsequent year one-third of 
the directors for the time being, or, if their number is not three 
or a multiple of three, then the number nearest one-third, shall 
retire from office.” Article 73 of Table A of the Victorian 
Companies Act, 1938, is identical. The number nearest one- 
third of two is one. 





Hotcupot CLAUSE 
Charge of Interest on Advances by Testator 


The trustees of a will which contained a hotchpot clause, sought 
the direction of the Court as to the charge of interest upon 
advances made by the testator, during his lifetime, to the bene- 
ficiaries. Held: the advances made to the beneficiaries should 


(a) be charged with interest at 4 per cent. ; 

(b) as from the death of the testator ; and 

(c) the amount of such advances should be determined by the 
value of the settled securities as at the date of the settle- 
ment 


re Wills, Dulverton and another v. Macleod and others [1939] 2 
All E.R. 775. 
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INVESTMENT BY TRUSTEES 


The testator, who died in 1880, by his will directed his trustees 
to invest his residuary estate in certain investments therein speci- 
fied. At the date of the summons herein, a trust fund was invested 
in trustee investments, but no part of the fund was invested in 
any of the investments specified in the will. Held, that as there 
was no prohibition against investing in investments authorised 
by S. 1 of the English Trustee Act, 1925, the trustee had power 
to invest in investments authorised by that section. Re Warren, 
Public Trustee v. Fletcher and others [1939] 2 All E.R. 599. 





Woot HeEtp ON CONSIGNMENT DESTROYED BY FIRE 
Broker Not ENTITLED TO CoMMISSION, ETC., Not EARNED 


The appellant, a grazier, consigned wool to Goldsbrough Mort 
& Co. Ltd., Sydney, for sale on commission. While lying in the 
company’s store the wool was destroyed by a fire. One of the 
obligations of the company was to insure the wool, and this they 
did in their own name. In the account which the company 
rendered after the fire, it claimed to deduct from the amount 
payable to the appellant, out of the moneys recovered from the 
insurance company, two sums, one for commission on sale, and 
the other for weighing, lotting, appraising value, etc. The appellant 
contended that these two sums were not payable, as the sale 
commission had not been, and could not be, earned, and that, in 
respect of the other charges, they were deductible from the 
insurance moneys only in so far as they were referable to services 
actually performed. 

The New South Wales Full Court (Jordan C.J., Halse Rogers 
and Bavin JJ.) found for the appellant. The High Court, by 
majority (Starke, Dixon and McTiernan, JJ.; Latham C.J. and 
Evatt J., dissenting) decided in favour of the company. The 
appellant appealed to the Privy Council, which unanimously 
held :— 

(i) As the subject-matter of the insurance effected by the com- 
pany was the wool, and a condition of the policy stated that the 
amount of loss or damage which might be incurred did not 
include profit of any kind, the company could not deduct the sale 
commission or any charges not actually incurred by them in 
respect of the wool. 

(ii) It was immaterial that, in the circumstances, the appellant 
received the gross selling value of the wool, whereas, if there had 
been no fire, he would have received only the net value. Insurance 
does not always give a perfect indemnity, and, in every case, the 
rights of the parties must depend on the terms of the contract of 
insurance. Maurice v. Goldsbrough Mort & Co. Ltd. [1939] 3 
All E.R. 63. 
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Controlling the Finances of a Large Business 
By A. H. Tovey, DIP.coM., A.I.C.A. 


(A Lecture to the Victorian Division of the Commonwealth 
Institute of Accountants) 


In thinking over the framework of this talk, it quickly became 
clear to me that I must at the outset choose one of two converging, 
but quite separate, viewpoints, as it would be impossible in one 
evening to deal with both. 

The first of these viewpoints would be to regard our subject 
from the textbook angle as a series of practical problems or 
actual financial situations arising out of a business policy which 
we accept as an established fact, and which we have no active 
power to alter. In other words, if we take this view we can 
imagine ourselves, shall we say, as the accountant or financial 
man of a business, in the policy of which we have no active guiding 
function, but only an a priori right of criticism after the horse 
has either bolted or brought home the bacon. 

The second view, and the one I propose to take, is to place 
ourselves rather in the position of the man who has to shape the 
policy of a large business, or guide others in the shaping of it, 
and who, in doing this, must consider, amongst many other 
things, what will be the effect of this policy on the financial 
position of the business. We shall, of course, have to take some 
excursions from one point of view to the other, but in the main 
it is as the controller and shaper of policy we shall regard our- 
selves, rather than as the man who has to try to adjust the 
details arising therefrom. 

No doubt you will, by this time, have jumped ahead of me 
and have seen that briefly what I propose doing is to treat our 
subject more from the standpoint of broad general principles and 
causes than from that of detailed problems and remedies, and 
you may even be also thinking that I might very well have said 
so with less preamble. 

I have, however, what I think is a good and sufficient reason 
for stressing these distinctions a little long-windedly. One very 
frequently finds, in a large business, two factions, one of which 
we may perhaps call the conservative financial element, the other 
the liberal creative element. By a sort of tacking from side to 
side of the fairway many of these businesses do contrive—rather 
surprisingly—to steer a more or less progressive, if rather 
zig-zag course. The arrangement is, however, at the best, one of 
those compromises by means of which we get over the failings 
of human nature. Like most compromises, it must, to some 
extent, reduce speed, direction, and effectiveness generally; and 
in the final analysis there must be some one man of sufficient 
calibre to fuse these two conflicting views into a policy of action 
of some kind. While specialisation of duties in a large business 
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is unavoidable, it need not necessarily mean conflicting and 
diverging views to the point where waste effort or friction enters. 

I, therefore, believe that every business must gain by greater 
understanding and sympathy between these two outlooks, and by, 
as far as possible, a fusion of them in each individual mind into 
a rounded, balanced vision. It is with that fused vision I should 
like us to regard our subject this evening, and it is with this in 
mind that I have chosen to deal, on the whole, with principles 
and causes rather than with detailed technique. 

First of all, I think we might with advantage look at some of 
the differences between financial control in a young business, and 
financial control in an older and more stabilised concern. These 
differences apply perhaps more particularly to the capital set-up. 

The growing business will call for the exercise of greater 
judgment, and the results hinging on decisions will usually be 
more vital and far-reaching than in the established business. 
Capital will be shyer, credit will be harder to obtain, and more 
easily frightened, reserves, visible and invisible, will be smaller, 
and therefore fluctuations in your financial barometers wil 
be greater and more frequent. 

Over-conservatism will result in the young business, especially, 
becoming weak and anaemic in the face of competition; over- 
enterprise may produce a rank, unseasoned growth that will topple 
under its own weight. 

In the young growing business, the financial or capital frame- 
work has not yet become clearly defined; the apportionment of 
capital as between fixed or long-term resources, such as shares 
and debentures, and shorter-term resources, like deposit money, 
mortgages, and overdraft, has not yet become settled, and 
frequent decisions on this and other capital aspects, such as the 
relative expediency of ordinary and preference shares, will have 
to be made. 

Some of these decisions may be to all intents and purposes 
irrevocable, and if wrongly made may prove a handicap to the 
business throughout the rest of its existence. 

As an illustration, let us assume that the business is in need 
of extra capital at a time when interest rates are high. If fixed 
long-term commitments are entered into during this period 
without any provision for a later fall in rates, the business may 
be perpetually saddled with a heavier expense than its competitors. 

This may seem elementary, but you will not have to search far 
to find businesses where it has happened. On the other hand, 
if the business tries to tide over a high-interest period on mainly 
short-term financing, it will, meantime, be paying top rates and 
may find itself seriously embarrassed for money by a developing 
stringency in the money market. No fixed rules can be given 
for these situations; each must be dealt with in the light of all 
the particular circumstances. 
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If any general principle can be laid down, however, it is, 
perhaps, the old one of avoiding placing too many eggs in one 
basket. A well-balanced, reasonably varied, capital set-up is 
likely to be more flexible and more economical in the long run 
than a policy of relying too much on one source, however 
attractive that source may be for the time being, and this applies 
equally to the young and the older business. 

Leaving now the special capital problems of the young business, 
let us look briefly at one or two capital aspects more or less 
common to both growing and established businesses. One of 
these is the question of the renewal or replacement of maturing 
capital obligations, such as debentures and mortgages. Where 
it has been possible to plan these on the basis of gradual 
extinguishment by amortisation, the question of replacement will 
generally not arise, but, particularly in the growing business, it is 
usually not possible to do this, because of the progressive need 
for extra rather than for less capital. Assuming, therefore, 
that a debenture or mortgage must be either renewed or replaced 
by some other form of capital, we shall have to consider, in the 
light of prevailing conditions inside and outside the business, 
what other capital avenues are open to us, their relative 
desirability; what are fair rates of interest in the various capital 
sources; is long, mid, or short term finance indicated; is it 
advisable to try to alter the shareholding set-up or leave it 
undisturbed. Again there can be no set answers—each business 
will present its individual problem. 

An interesting new device used by some large businesses 
investing heavily in real estate, is the separate property-holding 
company, which charges the parent company a rental for its 
premises. This is really an alternative to mortgage finance, and 
if preference capital at, say, 6% can be obtained, it works out 
at least as cheaply over the very long run as mortgages, if you 
take into account the legal costs and stamp duties which have 
to be periodically paid on renewals. It also gives a stable 
permanent method of financing at a fixed cost which does not 
ee, and the question of renewals is thereby settled for good 
and all. 

Now let us pass on from the capital structure to the day-to-day 
financial control of current receipts and expenditure, which— 
like the poor—we have always with us. In this province we can 
assume that both young and established businesses will meet 
with similar problems. It is true that for the younger business 
these problems will probably be more numerous and more 
dificult, but, as the differences will be more of degree than of 
kind, for the purpose of our talk we can ignore them. 

May I, first of all, stress what may seem to you another elemen- 
tary truism, the need for a recognised clear-cut budget plan for 
current finance especially. It is astonishing how many businesses, 
both large and small, are still run without any visible budget plan. 


E 
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Certainly, a rough budget probably exists in the mind of the 
head of the business, and he will tell you that he knows just as 
well where he is and where he is going, as if it were down on 
paper. Although this is curiously like the attitude of the man 
with a good memory who refuses to make notes, let us assume 
it to be true. But what about the future of the business, the 
training of those who, sooner or later, must take over the reins? 
To say the least, such an attitude makes it much harder for the 
younger men to acquire an intelligent grasp of the essentials of the 
business. This attitude almost invariably has its roots in egotism, 
and whatever the present success of the business, you may be sure 
it is being handicapped in consequence. May I just digress here, 
and say that we need to be very careful in connecting cause and 
effect when forming a judgment on businesses. We shall see 
many that are successful, not because, but in spite, of bad methods 
in some department or other. They are succeeding because, on 
the whole, their good methods outweigh the bad ones, but we 
must be careful to reason clearly in our classification, or we 
may acquire some very risky and erroneous ideas. 

Very well, then, all current outgoings and incomings should 
be budgeted. Be wisely conservative in doing this, but don't 
be so ultra-conservative that everyone starts making a mental 
correction for your conservatism each time any figure in the 
budget comes under discussion. You must be able to give a 
reasonable and acceptable basis for every figure in the budget, 
and you must hit the happy medium with these estimates if 
everyone is to have confidence in your budget and use it asa 
working tool. Construct the budget in close conference with the 
men who have to perform it, get them with you step by step, 
never force an issue except as a last resort, and after everything 
else fails. Be careful to present the budget to colleagues and 
subordinates as a guide, philosopher and friend, not as a police- 
man or a critic. And don’t just present it at the commencement 
of the year and then expect it to run itself—split it up into at 
least monthly units with progressive totals, and review it 
constructively and open-mindedly each month with each person 
concerned. Be firm, but don’t be obstinate about any necessary 
modifications from time to time. Some of us are a little prone, 
once we have spent hard work and thought on the production of 
a plan, to resent any alteration as a personal attack on our brain- 
child. 

One further thought about the general technique of budgeting 
—in prosperous times focus your own and others’ attention on 
poundage rather than percentages on sales, and in hard times 
tend to look rather at the percentages than the poundage. To 
rely only on percentages in good times leads to looseness and 
extravagance—similarly, at a time of dropping sales, to be 
satisfied with a reduction in poundage of expenses may not be 
enough unless the percentage is also in line. 
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Two principal causes may make a drastic alteration urgently 
necessary in your budget. One will be a pronounced uplift in 
trade—the other a pronounced falling-off. I don’t intend to 
spend much time dealing with the situations created by an uplift, 
except to say that this is the opportunity for extravagance, waste- 
fulness, and superficiality to get their innings unless extra 
vigilance bowls them out. You may think that, at the worst, 
you will not show quite so large an increase in profit as you 
might have, but you may easily find that the sum of the increased 
expenses has more than cancelled out the profit on the increased 
business. So don’t let good times lull you into too easy-going, 
uncritical, an attitude on expenditure, and remember that this 
is the period when the business should be strengthening its 
reserves against the rainy day. 

Now let us consider the much less pleasant task of adjusting 
our current finance budget to a serious falling-off in trade. 
Anyone can cut expenses by indiscriminate hacking, but now will 
come the acid test of our judgment, our vision, our self-control— 
in short, of our business character and capacity. We shall have 
to steer between shoals of inaction, and the rocks of panic. There 
will always be plenty of good reasons advanced against every 
economy we suggest, and there will be no dearth either of advice 
from drastic surgeons who would have us cut off limbs wholesale. 
What general guiding principles can we lay down to help us, then? 

First of all, insist on a rough equality of sacrifice so that every 
department, every section, every person, if possible, contributes to 
the reduction in expense in roughly fair proportion. Then try 
to get the head of each section to suggest ways and means himself. 
Only as a last remedy against obstruction or incapacity should we 
force our own plan through, but every now and then you may 
have to do this. 

Then, generally speaking, examine first and most closely those 
expenses from which the results are hypothetical and presumed. 
Some of these expenses may be worthwhile, but you will be 
surprised how many of these outgoings which are supposed to 
minister vaguely to goodwill, reputation, prestige, and similar 
intangibles, really do very little for you, and can easily be done 
without. For instance, I believe that the amount of money that 
is wasted each year in Melbourne alone on unwise, wasteful and 
unproductive advertising in various forms would be ample to make 
avery healthy cut in our income tax. 

In every business, it is possible, by a little hard thinking, to 
draw a clear line between those expenses which we definitely 
know to be productive and those which we merely hope are 
productive. It should be unnecessary to ask which the man of 
common sense will reduce first. Yet you will often find some of 
the latter untouched, while productive expense is being cut to the 
detriment of the business. 
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Next, don’t regard any expense as too small for attention 
You may be able to make some spectacular big savings, but, unles 
the business has been extravagantly run, your total savings yil 
be mainly the sum of many small things. In a large busines 
with numerous transactions, the saving of a fraction of a penny 
on each transaction may run into thousands of pounds over, 
year. 

Finally, give a little thought to the psychology of those yo 
work with on this reduction of expense. Remember that it wil 
be natural for them to construe your suggestions of economy a 
indirect accusations of extravagance or bad management on their 
part. So take pains to make it clear that the need for economy 
comes from circumstances outside the control of you both, tha 
you appreciate all they have done in the past, and that, becaus 
of that, you are confidently appealing for their help an 
co-operation in the present situation. Don’t be gloomy go 
pontifical—put a good face on things as a passing phase in which 
you all have to pull together for the common good. 

At the same time, once an economy or reduction is settled, 
be firm about it and see it carried out with the least possibk 
delay. Nothing will so weaken the operation of your new budget 
as the gathering impression that some people can evade it 
through superior influence or advantage. 

I come now to the division of my talk dealing with the decisions 
which we shall constantly have to exercise as to the apportionment 
of our available spending power between stock which we cat 
fairly soon turn again into money; current expenses, some oj 
which are avoidable or reducible, and some not; and capital assets, 
such as plant and buildings in which our money will k 
permanently sunk, and in some of which it will be steadily leaking 
away in depreciation and obsolescence, and must, therefore, be 
replaced by annual charges against profits. I mention this hs 
aspect because one finds a certain degree of confused thinking 
about capital expenditure not being an expense. From the 
practical business point of view money invested in capital assets 
is still an expense, only it is spread over a number of years 
instead of being charged to one year only. 

Here, again, unless we are to become involved in a maze of 
hypothetical examples, we must search for guiding principles 
rather than examine detailed cases. 

The question, for instance, of the correct investment in stock 
is often a most complex and difficult one to decide, but I would 
suggest to you as a general guide, to examine with distrust 
proposals to increase stock investment at a time when the stock- 
turnover figure is slowing down. It may well be that there is 
considerable part of the stock not moving at all, and that some 
of this should be melted down before further investment is 
approved. 

Of late years there has been a widespread development of 





order 
reque 
Wi 
possil 
reduc 
prodt 
accou 
sure 
howe 
Th 
it is 
often 
worth 
plan 
emba 
replac 
plan, 
mome 


ettled, 
ssible 
yudget 
ide it 


“isions 


1939 THE AUSTRALIAN ACCOUNTANT 213 


systems of unit stock control which classify stocks into as many 
divisions as necessary, and reveal the relative sales and turnover 
of these divisions. The use and scrutiny of these records is a 
valuable figure aid, but don’t let any figures prevent you from also 
getting down into the stock itself and having a really good 
inquisitive rummage into it. 

The practical method of controlling those responsible for 
buying stock is usually to give each buyer an appropriation which 
is contracted or expanded in harmony with the sales of that 
particular department. Ninety per cent. of buyers tend to over- 
buy—it is the natural optimism of the human species. Apparently 
with some buyers this is so ingrained that you may even have 
to resort to such drastic measures as periodically impounding 
their order book—something like locking up the liquor cupboard 
when the cook has a little weakness! 

Your appropriations for purchasing will, of course, be so 
calculated as to allow for a given total investment in stock which 
will probably vary at need through the year, and drop to a 
minimum at balance sheet time. 

Outgoings on current expense have already been sufficiently 
treated in the comments on budgeting, so let us pass on to 
investment in fixed assets. What, if any, general criteria can 
we apply to proposals for further investment in these? 

There is one fairly general rule which is useful, and that is, 
to view with preliminary doubt any suggestions to cure falling 
trade by fresh capital expenditure. All rules have their exceptions, 
and it is quite conceivable that, where trade is being lost 
through obsolete machinery, for example, fresh capital expenditure 
may revive it. When a business asks for greater space or more 
machinery because it is doing an expanding business it has, at 
any rate, a prima facie case, but where it asks for these things in 
order to make good a falling-off, then you cannot analyse the 
request too closely. 

With many proposals for extra plant or machinery, it is 
possible to get down to a fairly accurate basis of estimated 
reduction in costs, increase in production, or improvement in 
product, and a report by your own or some other costing 
accountant will be a useful aid to your own judgment. Make 
sure that there is no waste or idle time on the existing plant, 
however, through bad routing or planning. 

The question of when obsolescence has reached the point where 
it is advisable to replace plant still in good producing order is 
often a very difficult one, and I do not feel able to offer any 
worthwhile general comment. It is sometimes, however, a good 
flan to avoid this situation arising on a large or financially- 
embarrassing scale by making a long-range plan for annual 
replacements to a fixed amount and sticking religiously to this 
plan, even though there seems no urgent need for change at the 
moment. In this way there is a constant process of modernisation 
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going on, it is paid for out of each year’s profits, and there is 
much less risk of suddenly having to face up to the provision 
of large amounts for this purpose. 

I should like now to mention briefly the desirability of seeing 
that your business is reaping the full advantages of what we shall 
assume to be a strong and fluid financial position. 

For instance, I am convinced that many businesses do not 
take full use of the cash discounts available to them, which often 
show a substantial margin in their favour over the interest cost 
of earlier payment. The lethargy or conservatism of some minor 
executive is often at the root of this. 

Other businesses, again, often work for too long a time each 
year with too high a bank overdraft, when a little forethought 
and readjustment would provide cheaper finance. Because it is 
only a recurring, and not a constant, situation, this is not thought 
worth bothering about. 

Another finance division in which I am sure business generally, 
and big business in particular, is not doing as good a job as it 
could, is in the turnover and collection of book debts. I believe 
that few businesses give to this usually big investment the careful 
enterprising thought and effort it deserves. It is often in the 
hands of underpaid and under-qualified staff and receives only 
very cursory and superficial attention from those in authority, 
until something goes wrong, when there is mutual recrimination 
and a temporary flurry of interest and activity. Closer follow-up 
and a better psychology in collection methods are generally 
indicated. 

And now, gentlemen, I have finished, but it occurs to me you 
may feel that I have dealt so much in general principles and in the 
need for separate judgment in each case that I should also mention 
what counsel and aids are available to the average business man 
in forming these judgments. There is, of course, first of all, the 
advisory service of the consulting accountancy profession, and 
may I say that if greater use were made of the stores of 
experience and common sense accumulated by its members there 
would, I am sure, be much less folly and waste in the business 
world. Accountants know so well the will o’ the wisps which 
each generation follows afresh, that they can often safeguard us 
from mistaking these for guiding stars. 

There are, also, the advisory services of one’s bank managef 
or financial institution. There are the pages of the daily and 
financial press, the monthly reports of banks and investment 
services, the pronouncements of economists and experts, the 
various figure indices of activity and prosperity, the Government 
statistical returns. Most important of all, there is, or should be, 
a sound system of daily, weekly, and monthly reports and returns 
showing all the important aspects of one’s own business, with 
each of which financial control is inextricably linked. 
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The Uses of Compound Interest Functions 
By L. B. Wricut, A.t1.c.A. 





The work involved in the calculation of Compound Interest 
is usually greatly reduced by the use of logarithms. Logarithms 
(four figures only) will be used in the solution to examples in 
this article and I would refer those readers who are unfamiliar with 
their use to the article in the September, 1938, issue of this journal 
or to a work on elementary Algebra. 

To understand some of the simpler uses of compound interest 
as set out in the following paragraphs it is necessary to study the 
theory of the subject to a certain degree. The basic principles 
will be presented as simply as possible and if the reasoning behind 
these is grasped some of the later expansions to which they are 
put will be more readily understood. 

In actual practice the periods of time used in calculations are 
usually defined such as one month or ten years, etc., but in theory 
as long as the same period is used throughout it does not matter 
what length of time they are and it is customary to refer to them 
merely as periods. 

Therefore we will assume that we wish to ascertain the amount 
to which a sum of 1 invested now at compound interest at rate ¢ 
per period will accumulate for n periods. 

The interest for one period will be 1 & i = 1. 

The accumulation for one period will be (1 + #). 

This sum (1 + 7) will be invested at the beginning of the second 
period and the interest thereon will be (1 + 7). Add the sum 
invested and we have as an accumulation for two periods 
i(1+12) + (1 +12) ie. (1 + 7)? after factorisation. 

Similarly for three periods the accumulated amount would be 
(1 + 4) and for m periods would be (1+ 4)*......... (1) 

Therefore if a sum of P be invested now at c. interest, rate ¢ per 
period for m periods, it will accumulate to P(1 + 1)*. 

Suppose for example it is desired to find to what amount a sum 
of £50 will accumulate to at the end of 10 years at 5% c. interest. 

Then the amount = 50(1 + -05)” 
.. log A =log 50+ 10 log 1:05 
= 1:6990 + -2120 
= 1:9110 
On taking antilog. = 81:47 
ie. Amount = £81/9/5. 


It will be noted that 7 is the interest per period on the sum of 
l. eg. at 5% i = °05. 

To find the Present Value of a sum of 1 due m periods hence at 
¢ interest, rate i. 
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We have seen that a sum of | at rate i invested at beginning of 
periods amounts to (1 + 7) at the end of period. 

Therefore, by general reasoning, it is obvious that the present 
value of (1 + 1) due 1 period hence is 1, and by simple proportion 
it follows that the present value now of 1 due 1 period hence js 

1 
1+: 

To find the present value of £50 due 10 years hence at 5%. 


and due # periods hence is —-——-—... .. .. .. .. (2 
/ (+i . 


a 50 
Present Value = (1-05) 1-05) 


Log = log 50 — 10 log 1:05 
= 1:6990 — -2120 
= 1-4870 
On taking antilogarithm = 30°69 
Present Value = £30/13/10. 


To find the sum to which an amount of 1 per period, payable 
at the end of the period, will accumulate at rate i for nm periods. 
A sum payable periodically at the end of each period is called an 
immediate annuity, i.e. the term commences immediately but the 
first payment is not due till the end of one period. 

The first amount payable at end of first period will, by formula 
(1), amount to (1 + 7)*—! at end of term. 

Similarly the second amount payable at the end of second period 
will accumulate to (1 + 7)*—? and the third amount to (1 + 1)*-* 
and so on. 

The second last payment will fall due at the beginning of the 
last period and will earn interest for that period, thus amounting 
to (1 +1) while the last payment will be due at end of last period 
and will therefore be simply 1. Arranging these amounts we 
have the total accumulations in the form of (1 + 7)*-'+ 
(1+ 4)*-?+...+ (1+4) +1. 


This is Geometrical Progression and being summed as such 


4 


If the first instalment had been payable at once (called an 
annuity-due) there would have been the same number of instal- 
ments payable, but the first instalment being due now the interest 
commences on that instalment at once, i.e., one year earlier than 
under the immediate annuity as stated previously, so that the 
formula for the sum of an annuity due is: 

Q+i)(A+i*—1J @ 
1 

As an example of the application of formula (3), suppose it is 
desired to find what amount must be set aside annually to replace 
a leasehold just entered into for a period of ten years, for which 


reduces to 
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the sum of £1,000 will be required, assuming that the sinking 
fund instalments can be invested at 4% per annum, compound 
interest. 
Let X = required instalment. 
By Formula (3) 
‘ 10 __ 
wien 2 t SU 1-03! = 10 log 1:03 


03 
= 10 x -0128 
“xX — —1000 x _-03_ — -128 


~ (1-03)1° — 1 
Antilog = 1-343 
Log X = log 1000 + log -03 — log -343 
= 3 + 2-4771 — 1-5353 
= 1:9418 
X = 87:46 
= £87/9/3. 
To find the present value of a series of payments of 1 invested 


at the end of each period for m periods at rate 1 compound interest. 
The first payment falls due 1 period hence, so that by formula 





(2) the present value of this payment is , and because 


1 
(1 +1) 
the second payment falls due two periods hence the present value 


of this payment Mies Continuing this series up till the nth 


payment falling due at the end of n periods, we have: 
Present Value = 
1 1 1 1 
a+) + +H aij + O+i- 
1 


He SE - 6c 60 4u wid: ee ia be 08 60.00 ence. 
ae i 

on being summed as a Geometric Progression. As a practical 

illustration of this formula let us find the amount required to be 

paid now to purchase an annual sum of £50 for ten years the first 

payment due one year hence, and assuming interest at 5%. 





1 

50(1 > sivaieens 

rosy) 1 

Amount = 05 og (1-05) = log 1 — 10 log 1-05 
=0— 212 


= 1-788 


_ 50(1 — -6138) 
ms 05 





antilog = -6138 
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Log A = log 50 + log :3862 — log -05 
= 16990 + 1:5868 — 2°6990 

Antilog = 386°2 

Amount = £386/4/-. 

This problem may be viewed from a slightly different angle. 
Suppose that a loan of £386/4/- is to be repaid by ten equal 
annual instalments to cover principal and interest at 5% on the 
reducing balance. The instalment obviously is £50. 

Or generally, to find the fixed instalment to cover principal and 
interest to repay a loan of 1 over a period of n years the reciprocal 
of formula (5) is used, i.e.: 


Instalment = Sones Gan ti 2 oe oe oe 66 oe oe 5s) 


a reo 
(1+71)* 
If the periodical payments had been in advance, i.e., the first 
is due immediately, formulas (5) and (6) would become, respec- 
tively, 


1 
Guns ir 


1 





1+ 


ee linia) sid tact Male. ul aie dee Gag 
'~ 1+) 

In the foregoing the rates of interest have been assumed to be 
convertible only once during each period involved. (The word 
period here does not mean the whole term of the transaction.) 
For example, an interest rate may be quoted 6% per annum, 
payable at half-yearly intervals or rests. It is quite obvious that 
a nominal rate, as it is called, of 6% per annum, when charged 
half-yearly, gives a higher rate per annum. The actual rate yielded 
is called the effective rate. The symbol usually adopted to express 
an effective rate is i, as has been used previously, while the letter j 
is usually employed to signify a nominal rate. We shall now pro- 
ceed to establish a relationship between effective and nominal 
rates. 

If a sum of 1 be invested at a nominal rate of interest 7 con- 
vertible m times per annum, find the effective rate (7) per annum. 

The actual interest chargeable at each conversion date will be 





“| so that the accumulation for the first ~ of a year (or period) is 


(1 +2 ) by formula (1). This amount is then invested for the 


second 1th of the year at rate J-and the accumulated amount is 
m 
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thus (1 +7) 2, Continuing this reasoning, the amount accumu- 


lated at the end of the year is (1 +2 y=. 


The amount at effective rate i for 1 year is (1 + #) ; therefore, 


;)} == 1 ye 
(i+é)=(1+7) 
soi=(1+)=—1 ee ee eee 


Let us apply this formula to the example at 6% per annum 
nominal rate convertible half-yearly. 
i=(1+2y—1 
(1+ -03)?—1 
0609 
= 6:09% 
ie, a nominal rate of 6% per annum with half-yearly rests is 
equivalent to an effective rate of 6:°09% per annum. 

The foregoing formulae have been shown in full for the benefit 
of those readers who have not access to a compound interest table. 
Each formula may be calculated with the aid of logarithms, but 
in compound interest tables most of them are calculated at the 
usual rates of interest for all periods from 1 to 100, usually on 
the basis of sum of 1 or the sum of 1 per period as the case may be. 

In the printed tables certain symbols are used to abbreviate the 


formulae as shown herein. Employing these symbols, the previous 
formulae, using the same distinctive numbers, may be written as: 


SN Gir Wee e 6-H ws Re S— 


ee S—) (1+) orS 


n | 
Di iii eee ee 


— 
a+1 | 


PP ak se sa-we de 60 “ot a— orl +e 


- we 
rrr 


n | 


a—1 


The sinking fund instalment found in the practical example 
illustrating formula No. (3) could have been found from the tables 


by solving the function e x 1000. 
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The Advertising Budget 
By R. A. HIcKIN, A.I.C.A. 


Business is not the simple matter that it was a hundred, or 
even fifty, years ago. In those days the shopkeeper or tradesman 
hung up his sign, polished up his tools.or arranged his stock, and 
waited for customers. And usually he had not long to wait, for 
they were his friends and neighbours. They bought his wares 
because they liked him personally, not because his goods were 
better than a rival’s or because he had attracted their attention by 
bold or ingenious advertisements. 

Those times are gone forever. In very few businesses, the 
small grocers’ and other tradesmen’s shops excepted, does the 
proprietor become familiar with his customers as friends. He relies 
instead upon his greater spending power, believing that money 
spent means money earned; or upon a native ability for display, 
which enables him, with perhaps only a fraction of his rivals’ 
capital, to entice their customers away. 

These general remarks may provide a fitting introduction to a 
discussion of modern advertising, with a view to deciding upon 
desirable avenues of enquiry for the purpose of formulating an 
advertising expense budget. 

No attempt will be made in this article to assess the relative 
worth of the many different advertising media that are offered to 
the present-day business man. It would be a presumption to do so, 
for what is comparatively useless in a particular business or at a 
given time, may prove a most prolific source of increased business 
under different conditions. But in budgeting it is necessary to 
survey the whole field, in order that no means of sales promotion 
may be overlooked. It has already been stated that the line between 
the budget officer and the promotion department is a very thin one, 
although the two functions are to some extent distinct. Accord- 
ingly, the possibility of achieving success in budgeting depends 
largely upon taking a practical point of view. The advertising 
budget must be approached from the standpoint of the practical 
business man, rather than from that of the arm chair theorist. 

One principle should guide all advertising, except of unusual 
or prestige lines. That principle is: aim at the popular market. 
One or two features characterise the popular market. First, love 
of colour and display; second, aspiration towards a more ostenta- 
tious way of life; and, perhaps, third, a keen sense of the 
ridiculous. Let it be recognised that these traits appear in every 
one of us; but they have been repressed in many by tradition and 
training, until such folk feel themselves exalted above the rank 
and file, and become the bane of the advertising expert. Perhaps 
the best advertising man is he who has retained, undimmed, the 
childlike traits common to us all; and who, when he is planning 
his campaigns, chooses just those means of putting his message 
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over that appeal most to his own senses and so are likely to find 
ready acceptance with the vast mass of humanity of which he is 
in this matter the type and the representative. Let the appeal be, 
then, to the eye; to vanity ; and to the sense of broad humour which 
is possessed to the fullest extent by the unspoilt childling who has 
reached maturity without becoming cynical or conceited. 

The budget officer of an established concern will often find 
himself hemmed in by restrictions of various kinds, by a traditional 
advertising policy or a formidable array of precedent. Traditional 
methods may be very often trusted. for their use over a long period 
of successful trading is at least prima facie evidence of their worth; 
but they should never be acepted at once at their face value. They 
are of use only as guides to future action, not as fences between 
which initiative and ability are to suffer confinement. The 
advertising field is a big one, and the most spectacularly successful 
policy or programme of the past need not necessarily be regarded 
as an ideal for the future. Methods are constantly changing; new 
and better media are being discovered ; and the advertising budget 
officer should be constantly on the alert for ideas. 

Competitive advertising must to a large extent determine the 
total appropriation to be allowed for the budget year. It is 
possible to obtain fairly reliable figures concerning competitors’ 
outlay from the advertising agencies, as regards past periods, and 
these should be used in an effort to decide what outlay will be 
made by rival concerns during the period covered by the budget. 
Only an approximation may be arrived at in this way, and it is 
possible that the event will confound prediction, but nevertheless 
the effort should be made, as otherwise the budget officer will be 
working completely in the dark. The total appropriation will 
depend also upon the plans already in mind, as it may be possible 
by finding a novel approach or a new appeal to reduce the outlay 
while conserving or even improving sales. 

Generally speaking, the classes of advertising media may be 
divided into the following groups, which are individually capable 
of further subdivision :— 


Press ; 

Professional or technical journals ; 
Radio; 

Display ; 

Direct Mail; 

Sampling. 


The media should be chosen very carefully. Indiscriminate 
advertising may well defeat its own object, which is to secure the 
maximum turnover at the lowest possible cost. Accordingly, the 
choice of media is a very important matter, and should be prepared 
hy a systematic and comprehensive survey of the advertising 

eld. 
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The enquiries which resulted in the formulation of a practicable 
sales budget will have revealed where additional promotional 
effort is most desirable, and accordingly first consideration should 
be given to building up a satisfactory demand in the deficient 
areas. This involves also a consideration of the question whether 
the sales representation is efficient, but for the present we are 
concerned only with the advertising programme. 

The first step is to make a tentative allocation of the total 
appropriation over the various territories. This will usually be 
based on actual expense incurred in the current and immediately 
preceding periods. Next the relative needs of the different terri- 
tories will be considered, and alterations made in the tentative 
allocations where indicated. A figure will thus be arrived at which 
may safely be regarded as an indication of the total amount to be 
spent in each territory. Each region should then be dealt with 
individually, as different conditions will very likely call for a 
different advertising approach. 

The next step is to make a regional survey on the basis of 
population. In Australia population is not a very reliable guide, 
owing to the concentration of most of the people within city areas, 
leaving vast tracts of country sparsely settled. But in certain cir- 
cumstances it is essential that relative populations be ascertained, 
especially where a sampling or direct mail scheme is contemplated. 

Side by side with statistics of population should be placed 
indexes of relative prosperity. The incidence of drought and flood, 
and other factors affecting the man on the land to a greater extent 
than the city dweller, must be given due weight. It will be 
appreciated that an ambitious sales drive in an impoverished area 
is the sheerest folly, although there are circumstances when the 
absence of competitive activity may be regarded as an opportunity 
to educate the inhabitants of the afflicted area, with the object of 
placing before them, at comparatively little expense, the advantages 
of the various lines handled, and so building up an awareness of 
their uses and purposes which should tell in increased sales when 
prosperity returns. 

But poor sales response in a certain area might be due not toa 
low spending power, but to other causes which are within the 
control of the advertising department. Experience has shown 
that identical advertising methods do not always achieve uniform 
results in different areas. We have not yet discovered why this 
should be, but the knowledge that such varieties of appeal exist at 
least prepares the budget officer for a careful appraisal of the value 
of his media in different territories. An unresponsive market may 
mean that the advertising has grown stale or trite, or that com- 
petitors’ activity has robbed it of its appeal. Or it may indicate 
that the campaigns have not been well timed; or that the public 
have grown accustomed to the traditional methods of the com- 
pany and that something new is needed to reawaken their interest. 
It may be, indeed, and often is without some experiment, difficult 
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or impossible to ascertain the causes of the decline. The first 
impulse in such circumstances is to lay the blame at the repre- 
sentative’s door, but this explanation is altogether too easy, in the 
absence of clear indications that the men are not doing their job. 
Other and far different causes must usually be sought, where the 
indications are that the representatives are conscientious and indus- 
trious in their work. 

The first enquiry must needs be concerned with the history of 
each territory, from the advertising man’s point of view. Has the 
preponderance of expenditure been, for example, on Press, over a 
number of years, so that other means of making the preducts known 
have been neglected? Or has direct mail been relied upon for so 
long that the recipient of the mailing piece cynically thrusts it into 
his waste-paper basket without giving its message a thought? 
Where there has been no fresh blood in the advertising department 
for some time, some such explanation as this may be found. 
Unless a man is progressive, keen, and keeps himself in touch with 
improvements, and new methods, his work tends to become stereo- 
typed, and money expended by him in advertising the company’s 
products might with almost equal success be “poured down the 
sink.” That is where the usefulness of the budget estimates is 
most apparent. Hitherto the budgets have been considered as 
the work of one man, but it must not be overlooked that the final 
arbiter is not the budget officer as an individual, but the committee 
or executive to which he is responsible. The value of a budget 
committee to whom each point arising during the preparation of 
the estimates is referred, is that two or more minds are brought to 
bear upon each problem or factor, and free discussion often shows 
the way out of a difficulty. 

If this enquiry reveals that a change in the emphasis or media 
is desirable, or a greater expenditure upon some distinctive 
medium likely to influence sales, the question arises whether the 
money could not be better spent by concentrating upon an intensive 
campaign, thus by successive hammer-blows beating the public into 
consciousness of the line. For instance, in a territory where the 
advertising appropriation has been largely laid out in press 
advertising, it might be considered that a cessation or diminution 
of newspaper advertisements and a concentration of effort upon 
say, display, would achieve the desired result. Attractive, forceful 
display, meeting the public eye wherever it turns, is a powerful 
advertising force. Equally, perhaps, it might be said that judicious 
sampling might often prove spectacularly successful; but in the 
case of sampling there is need for fairly intensive support by 
tither press or radio or some other equally expensive means. 

Sufficient has been said to draw attention to the need for a 
careful survey and experienced judgment before an attempt is made 
to map out the advertising campaign in detail. 

It would be fruitless to carry the present discussion any further. 
Actual circumstances and conditions are after all the deciding 
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factors in any advertising campaign, and the work of the budg 
officer is to bring to these practical problems a mind informeg) 
by research and intensive enquiry so that the finished budget may) 
represent the best possible line of approach to the advertising} 
programme that knowledge and experience can devise. 

The next article in the series will deal with the Selling Expengg 
Budget. 


The Australian Accountant is published on the 15th of each month. Com: 
tributions, correspondence, etc., intended for publication should reach the 
Editor not later than the 22nd day of the month preceding publication, ~ 

Contributions which are regarded as unsuitable for publication will be! 
returned to the sender, but no responsibility can be accepted by the Editor, © 

Books and periodicals for review should be sent to the Editor. 

Correspondence must be accompanied, as a guarantee of good faith, by 
the name and address of the writer, not necessarily for publication. 

Inquiries regarding advertisements should be addressed to the Advertising 
Manager. 

Editorial Staff : 


SS a ee ee eee A. A. FitzGERaALp, B.COM., F.I 
440 Lit. Collins St., Melbourne, 


Associate Editor 1. 2c os 00 0 oe). A L. GOMN, FILA. 
8 Bond St., Sydney. 


Assistant Editor and Students’ 


. «-O. R. MacDona pn, A.LC.A. 
37 Queen St. Melbourne. 


N.S.W. Representative .. .. .. «»P. E. WH4tTSHIRE, A.L.C.A., 
Room 618, Australia House, 
32 Cai rington St., Sydney. 


GOONS 20 00 2 


Advertising Manager: ‘ 
H. J. C. Boyp, 343 Little Collins St., Melbourne, C.1. ’Phone: F 678% 


The views expressed in this journal are not necessarily those of the 
publishing company or of the Councils of the Institutes for whom tt) 
journal is published. 








